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TUESDAY, JUNE 26, 1956 


Untirep StTATEs SENATE, 
CoMMITTER ON INTERSTATE AND FOREIGN COMMERCE. 
SUBCOMMITTEE ON Mercnant MARINE AND FIStLERIES, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 11 a. m., Hon. John 
M. butler, presiding. 

Present: Senator Butler. 

Senator Buriter. The subcommittee will come to order. (S. 1864 
and H. R. 60%5 follow :) 


[S. 1864, 84th Cong., 1st sess 
A BILL To ame: the shipping law to prohibit the l ition in the v t of 
vessels rebuilt outside the United States, and for other purposes 


Be it enacted hy the Senate and Jlouse of Representatives of the United Stat 
Of America in Congress assembled, Thet sectio 7 of the Merchant Miirine \ 


Lovo, as amended (1 S.C. 152 edition, title 46, sec SS). is further amended 
by inserting the following new proviso at the end of the first proviso there 

“Provided further, That no vessel rebuilt outside the United States, its Terri 
tories (net including trust territories), its possessions, or the District of 


Columbia, shall be deemed to be a vessel built in the United States for the pu 
poses of this section 
Sec, 2. The first paragraph of section 9 of the Shipping Act, 1916, as amended 


(| S. ¢., 1952 edition, title 46. see SON), 1s urther amended by adding the 
following sentence at the end thereof No vessel rebuilt outside of the United 
States, its Territories (not including trust territories), its possessions, or the Dis 
trict of Columbian. shall be entitled to engaged in the Coastwise trade under any 


provision of this section.” 

Sec. 3. When used in this Act, the term “rebuilt” means altered in form 
burden, by being lengthened or built upon, or from one denomination to anothe 
by the mode or method of rigging or fitting 


Sec. 4. The amendments made by this Act shall be effective only as te essels 





rebuilt after the date of enactment hereof 


——— 
[H. R. 6025, 84th Cong., 2d se 
AN ACT To amend the shipping laws, to prohibit the operation in the coast Se 
vessels rebuilt outside the United States, and for other purposes 
Be it enacted bu the Senate and House of representatives of the l fed Ntates 


of America in Congress assembled, That section 27 of the Merchant Marine Act 
1920, as amended (U.S. C., 1952 edition, title 46, see. SS8), is further amended 


by inserting the following new proviso at the end of the first proviso thereof 

“Provided further, That no vessel of more than five hundred gross tons whicl 
has acquired the lawful right to engage in the coastwise trade, either by virtue 
of having been built in or documented under the law f the Cnited States, and 
which has later been rebuilt outside of the United States, its Territories (not 
including trust territories), or its possessions shall have the right the te] 


to envage in the coastwise trade.” 


Staff member assigned to this hearing. August J. B 








~ . If an essel of more th tive hundred gross tons documented under 
he dia e United States, or last documented under such laws, is built 
side the United States ts Territeries (me iheluding trust territories), 
ITS possessions, a report of the cirenmstances of such rebuilding shall be made 
to the Secretary of the Treasury up the first arrival of the vessel thereafter 
a port within the customs territory of the United States in accordance with 


t 


such regulations as. the Secretary may prescribe. If the required report is 
not made, the vessel, together with its tackle, apparel, equipment, and furniture, 


shall be forfeited, and the master and owner shall each be liable to a penalty of 

S200 \ny penalty or forfeiture incurred under this Act may be remitted or miti- 

gated by the Secretary under the provisions of section 5204 of the Revised Statutes 
‘the United States, as amended (U.S. C., 1952 edition, title 46, sec. 7) 


Sec. 38. The Secretary of the Treasury shall prescribe such regulations as may 
be necessary to carry out the purposes of this Act. 

SE t. This Act shall be effective from the date of enactinent hereof: Pro- 

ded, however, That no vessel shall be deemed to have lost its coastwise privileges 
hereunder if it is rebuilt under a contract entered into before such date of 
enactment and if the work of rebuilding is commenced not later than six months 
after such date of enactment. 


Passed the House of Representatives June 18, 1956 
\ttest 


RALPH R. RosBerrs, Clerk. 


Senator Burner. | understand we have here some students from the 
American University who are studying government. We welcome you 
ana hope that you will vet something of profit from this short meet- 


te 
Me, 
Phe bill before the subeommittee today was introduced at the request 
of the shipbuilding interests of the country, and has the support of 
maritime labor. I sponsored the bill on the Senate side. 

In a word, it is intended to supplement the protection afforded to 

e American shipbuilding and repair industry under existing statutes 
by excluding vessels rebuilt foreign, as well as those constructed for- 
e1en, from participation in the coastwise trade. 

\s the Comptroller General so well phrased it in his report on 
S. 1864: 

The proposed legislation would appear to be consonant with the spirit and 


purpose of the Merchant Marine Act, 1920 which was designed to foster 
| 


not only a strong merchant marine, but also the shipbuilding industry of the 
United States. 

The bill as reported out of the House was rewritten to incorporate 
ggested amendments of the Departments of ‘Treasury and of Com- 
merce. It has the approval of the Department of Defense. 

Phe subcommittee staff was advised by the Assistant to the General 
Counsel, Preasury Department, that H. R. 6025 as reported meets its 
objections, and T understand that Mr. Gene Ackerson is here from 
Maritime to Say the same for the Maritime Administration. 

Before proceeding to the first witness, I will introduce for the record 
the report and memorandum on Ss. 1864 from the Department of the 
Treasury, dated February 10, 1956: the report of the Acting Judge 
\dvocate General of the Navy. dated April 2. 1956. voicing the De- 
fense Department's support of the bill; the report of the Secretary 
of Commerce, dated March 22, 1956; the report of the Department of 
State, dated June 15, 1956, withholding support for the bill: and the 
comments of the Comptroller General of the United States, in his 
letter of May 18, 1955, which makes no recommendation. 

Letters supporting the bill have been received also from the New 

rk and New Jersey Dry Dock Association, dated June 4, 1956, with 


stl 
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memorandum enclosed: from John J. Grogan, president, Industrial 
Union of Marine and Shipbuilding Workers of America, Camden, 
N. J., dated May 9, 1955: and from Congressman Garmatz. They 
also will be made part of the record, 

(The documents referred to above follow i. 


TREASURY DEPARTMENT, 
Washington, D. C., February 10, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your communication of May 3, 
1955, requesting the Department’s comments concerning S. 1864, a bill to amend 
the shipping laws, to prohibit the operation in the coastwise trade of vessels 
rebuilt outside the United States, and for other purposes. 

The bill is designed to extend the historic policy of this Government looking 
to the protection of American shipbuilding and repair yards from foreign ecompe- 
tition. Whether its enactment will affect adversely or further the development 
and maintenance of the American merchant marine, to which the United States 
is committed by section 101 of the Merchant Marine Act, 1936 (U.S. €., 1952 
edition, title 46, sec. 1101), is a question which involves factual and policy consid- 
erations beyond the scope of the Treasury Department’s jurisdiction. Since this 
Department would be charged with the administration of the bill, if enacted in 
its present form, there is enclosed a memorandum pointing out results that 
might be deemed undesirable and suggesting amendments. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
DAvip W. KENDALL, 
Acting Seere tary of the Tre asury. 


MEMORANDUM ACCOMPANYING A REPORT ON S, 1864, A BILL TO AMEND THE SHIPPING 
LAWS, TO PROHiBIT THE OPERATION IN THE COASTWISE TRADE OF VESSELS REBUILT 
OUTSIDE THE UNITED STATES, AND FOR OTHER PURPOSES 


The bill is apparently designed to encourage rebuilding of vessels of the United 
States in American shipyards by depriving any such vessel when rebuilt in a for- 
eign country of the right to continue to engage in the coastwise trade. The bill 
would accomplish this by further amending the Merchant Marine Act, 1920, and 
the Shipping Act, 1916. 

The purpose appears to be entirely consistent with policy pronouncements in 
other legislation which, as a general proposition, reserves the privileges of the 
coastwise trade to vessels built in the United States. 

However, the Secretary of Commerce is primarily charged with consideration 
of policy matters affecting the development and maintenance of the merchant 
marine and will no doubt comment on the advisability of the proposal from that 
standpoint. Nevertheless, since this Department is charged with administration 
of the laws governing the coastwise trade, the following comments are submitted 
for the consideration of the committee 

One of the exceptions to the above-mentioned reservation of the coastwise trade 
to American vessels is found in section 9 of the Shipping Act, 1916, as amended 
(U. S. C., 1952 edition, title 46, sec. SOS). That section, among other things, 
permits foreign-built vessels purchased from the Maritime Administration by 
citizens to engage in the coastwise trade while so owned. Section 2 of the bill 
would exclude American-built vessels rebuilt abroad from such trade, even when 
purchased from the Administration under the same circumstances, and thus would 
appear to accord an unwarranted preference to foreign-built vessels and discrimi- 
nate against vessels built in the United States. Further, the proposal would 
appear inequitably to exclude foreign-built vessels rebuilt abroad before acquisi- 
tion and sale by Maritime from the coastwise trade, while still permitting foreign- 
built vessels which have not been so rebuilt to engage in that trade. 

Section 3 of the bill includes a definition of the term “rebuilt.””. The generally 
accepted definition of that term as applied to vessels is that found in the case of 
United States v. the Grace Meede (D. C., E. D. Va. 1876) (25 Fed. Cas. 1387, Fed. 
Cas. No. 15243). That definition, which has been adopted by the Supreme Court 
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and which is incorporated in the regulations of the Bureau of Customs of this 
Department, is in brief that a vessel is considered rebuilt if any considerable part 
of the hull of the vessel in its intact condition, without being broken up, is built 
upon (New Bedford Dry Dock Co. v. Purdy (The Jack-O’ Lantern) (1922) 258 
I S. 96: footnote 17, sec. 3.28, Customs Regulations (19 CFR 3.28, footnote 17) ) 

The definition contained in section 3 of the bill, which appears to have been 
taken from section 4170 of the Revised Statutes, as amended (U. S. C., 1952 
edition, title 46, sec. 39), relating to the alteration of vessels, is much broader 
It would apparently be broad enough to include a minor alteration affecting 
tonnage For instance, an alteration in burden might occur if a permanent en- 
closure such as a deck locker for steamer chairs or life preservers were to be 
added during the course of repairs necessitated by damage under stress ot 
weather For such a relative trifle, the vessel involved might be deprived foreve 
of the valuable right of engaging in the coustwise trade. 

It is accordingly suggested that the proposed definition is probably broader 
than is desirable to accomplish the purposes of the bill and that the definition 
should be restated in more express terms or should be omitted, in which case 
the definition in the case of the Grace Meade would apparently be applicable 

Section 4 provides that the act shall be effective only as to vessels rebuilt 
after the date of enactment. It would apparently be effective as to vessels in 
the course of rebuilding on the date of enactment In order to eliminate any 
retroactive applicability, it is recommended that the effectiveness of the act be 
limited to those vessels which are rebuilt under a contract, agreement, or unde! 
stunding entered into after the date of enactment. 

Since the act would require an affirmative action on the part of this Depart 
ment to insure that vessels which are not entitled to engage in the coastwise trade 
will be excluded from the privilege of documentation therefor, and since the act 


would not be self-enforcing, it is su 





vevested that a new section be added to pro 
vide a penalty for a failure to report a rebuilding of a vessel in a foreign country. 


It is suggested that the following language might be appropriate: 

“SEC If any vessel documented under the laws of the United States or 
last documented under such laws, is rebuilt outside the United Stutes, its Terr 
tories (not including trust territories mW itS possessions, an report of the cir 
cumstances of such rebuilding shall be made to the Secretary of the Treasury 
upon the first arrival of the vessel thereafter at 2 port within the customs terri 
tory of the United States in accordance with such regulations as the Secretary 
may prescribe If the required report is not made, the vessel, together with 


its tackle, apparel, equipment, and furniture, shall be forfeited, and the master 
and owner shall each be liable to a penalty of $200. Any penalty or forfeiture 
incurred under this act may be remitted or mitigated by the Secretary under 
the provisions of section 5294 of the Revised Statutes of the United States, as 
amended (1 S.C... 1952 edition, title 46, see. 7).” 

The words “or the District of Col 


of the bill, have been omiitte 


although used in sections 1 and 2 





d from the above-suggested language respecting the 
the fact that the District is not excepted from the 


place of rebuild because of 
United States under a \ detinition contained in the Merchant Marine Act, 1920, 


as amended For the same reason, your committee may wish to insert “or” 
before “its” in line S, page 1 of the bill and delete “, or the District of Columbia,” 
A similar change may be made in line 6, page 2 


DrEPARTMENT OF THE NAVY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., Aprii 2, 1956 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 


United States Senate, Washington, D. ¢ 


My Drar Mr. CBAIRMAN : Your request for comments on 8S. 1864, a bill to amend 
the shipping laws, to prohibit the operation in the coastwise trade of vessels re 
built outside the United States. and for other purposes, has been assigned to this 
Department by the Secretary of Defense for the preparation of a report thereon 
expressing the views of the Department of Defense 

S. 1864 would prevent the use in coastwise trade of vessels rebuilt outside the 
United States or its possessions. This would extend the present prohibition 
against foreign-built vessels being used in such trade 
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Limiting rebuilding work on vessels used in the constwise trade to American 
shipyards would aid this seriously distressed industry, and would assist the 


Department of Defense in its attempts to maintain the mobilization capacity of 
this country’s shipyards 

Accordingly, the Department of the Navy, on behalf of the Department 
Defense, favors enactment of S. 1864 


i 
Phis report has been coordinated within the Department of Defense in accord 


ance with procedures pre seribe L by the Secreturv of Def 








si al | 
The Department of the Navy has been advised by the Bureau of the Budget that 
there is no objecti to the submission of this report to the Cong 
For the Secretary of the Navy 


Sincerely yours, 


Rear Adi si \ 
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United States Senate liashington, D. 

Dear Mr. CHatRMAN: This letter is in reply to your request M 155, 
for the views of this Depa men With respect to S. 1S64, a b O % ad 
shipping laws, to prohibit the operation in the coastwise trade of vessels reb t 
‘ e the United States, and for other purpose 

Subject to certain exceptions, vessels built ou de the I ‘ s ‘ 
cluded from operation in the coastwise trade of the | ed Sta inder t ' 
establishing the policy of cabotage The bill would amend se ( 2c of the 
Merehant Marine Act, 1920, as amended (46 | =. ¢ S30), and ection 9 of the 
Shipping Act. 1916 (46 U.S.C. 808) The purpose of the amendment of such se 
tion 27 is to deny, on penalty of forfeiture, the privilege of transporting in 


dise hy water between points in the United States (including districts, Territories 


(except trust territories). and POSSESSIONS thereof embraced within the « 


wise laws) on vessels rebuilt in foreign yards The purpose of tl ynendment of 
such section 9 is to exclude from the coust vise trade and to denv to such ve Pls 
rebuilt outside the United States (its Territories (except trust territories ol 


Columbia) the privilege of engaging in the coa 





possessions, or the District 








wise trade undet ‘h section 9 The word “rebuilt” as used in the amendments 
is defined in the bill as follows: “altered in form of burden, by being lengthened 
or | 


uilt upon, or from one denomination to another. by the mode or method of 


The bill further provides that it s ve effective only as to vessels rebuilt 
after date of ena ent of the 1 i 

Under exist law, United States vessels are subject to an ad valorem auty or 
50 percent on repairs made or equipment obtained abroad, except where required 
for the satety and seaworthiness of the vessels en route. These duties are payable 
whether the vessel is engured in domestic or foreign commerce or both. A United 
States vesse lilt in a foreign yard may engage in the foreign trade of the 
United States but may not engage in the coastwise trade of the United States. 
Under the Merchant Marine Act, 1936, a citizen of the United States may accrue 
coustruction-differential subsidy to be used in the construction in United States 
shipyards of vessels to be used in the foreign trade of the United States. Such 
subsidy is also available, under exceptional conditions, for aid in the reconstruc- 
ing or reconditioning of vessels to be used in the foreign trade of the United 


States. Construction-differential subsidy is not available for the construction 


or the reconditioning or reconstruction of vessels to be used in the coastwise 
trade of the United States. Citizenship requirements for eligibility for documen- 
inder United States that coastwise ship operators contemplate 
any substantial foreign rebuilding from which the coastwise fleet would benefit. 
It seems, therefore, that the issue raised by the bill is primarily one of basic leg- 
islative policy for determination by the Congress. 

It is our understanding that the Department of the Treasury is submitting for 
your consideration certain amendments to the bill designed to clarify its admin- 
istration, if enacted, particularly with reference to the definition of the word 
“rebuilt” and the inclusion of a requirement for reporting of any rebuilding of 
United States ships done abroad. We have no objection to the report require- 
ment. 

We believe that some clarification of the definition of “rebuilt” is desirable, in 
that it may be so general as to unduly penalize a shipowner with the loss of his 
coastwise privilege because of some relatively minor alteration of the ship. We 
defer to the views of the Department of the Treasury in this respect. The com- 
mittee may wish to consider an amendment as follows: 

Page 3, line 10, after the word “means,” insert a comma and the following: 
“subject to such rules and regulations as the Secretary of Commerce and the 
Secretary of the Treasury jointly shall prescribe,” and a comma. 

There appears to be no compelling reason why vessels of lesser tonnage than 
those normally used in offshore service should be covered by the bill and it is 
recommended that only vessels of over 1,000 gross tons be covered. This could 
be accomplished by inserting after the word ‘vessel,’ both on page 1, line 7, and 
on page 2, line 4, the clause “of more than 1,000 gross tons.” 

As a matter of technical drafting, the word “Act” on page 2, line 9, should be 
stricken out and the following inserted in its place: “section 27 of the Merchant 
Marine Act, 1920, as amended, or in section 9 of the Shipping Act, 1916, as 
amended.” 

As stated above, we believe that the main issue involved in the bill is one of 
legislative policy for determination by the Congress, and the Department of 
Commerce has no objection to favorable consideration of the bill, subject to the 
considerations and amendments herein suggested for your attention. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to your committee. 

Sincerely yours, 


tation of vessels unm 


SINCLAIR WEEKS, 
Secretary of Commerce. 


STATE DEPARTMENT, 
Washington, D. C., June 15, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman Committee on Interstate and Foreign Commerce, 
United States Senate. 


€ 


Drar SENATOR MAGNUSON: In accordance with your letter of May 3, 1955, 
and the Department’s acknowledgment thereof dated May 5, 1955, considera- 
tion has been given S. 1864, to amend the shipping laws, to prohibit the operation 
in the coastwise trade of vessels rebuilt outside the United States, and for 


other purposes. 
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Ss. 1864 would extend the protection presently afforded the Atmericin si 
building industry by the coastwise laws by denying participation 


States coustwise trade to vessels rebuilt in foreign shipyards. From the 
Inestic point of view, this would appear to be a logical extension of the long 
standing protection afforded our shipbuilding industry from foreign Compctition 
From the standpoint of the Department’s responsibilities, how S. 1S64 re] 
sents another restriction on the exc! org f coods and services between nations 
It is, therefore, inconsistent with the overall foreign economic policy being pu 


sued by the United States. For this reason, the Department cannot recor 
mend the enactment of the proposed legislation. 
The Department has been informed by the Bureau of the Budgct that tl 
no Objection to the submission of this report. 
THRUSTON B. Morton, 
Assistant Secretary 
(For the Secretary of State 


STATEMENT OF Hon. Epwarp A. GARMATZ, THIRD CONGRESSIONA DISTRI 
MARYLAND 


Mr. Chairman and members of the Water Transportation Subcommittee, ] 
appreciate your scheduling for consideration at this time, H. R. 6025, which I 
introduced in the House and which was approved by the House last week, to 
prohibit the operation in the coastwise trade, of vessels rebuilt outside the 
United States. Senator Butler introduced a companion bill, S. 1864. 

One of the purposes of the bill is to furnish additional work for our ship 
building and ship-repair industry, in order to enable the shipyards to keep their 
skilled workers and their facilities in readiness for any emergency. Another 
purpose of the bill is to promote the national maritime policy wherever possible 
This is especially important, in view of present international conditions. 

Our present laws, while clearly stating that only vessels built and documented 
under the laws of the United States may operate in our coastwise trade, make no 
mention of other types of work which may be done on vessels documented for 
this trade, such as rebuilding, reconstruction, and conversion. ‘This bill would 
amend certain sections of the shipping laws to make it clear, that in order to be 
eligible for coastwise operation, not only the original building, but also any re 
building of the vessel, must be done in American shipyards 

I would like to make one further observation. No Federal funds are involved 
in this bill, and its passage will not cost the Government one penny, as no sub 
sidies are provided for the rebuilding of ships 

When hearings were held before the House subcommittee, several clarifying 
amendments were suggested by the Department of Commerce and the Treasury 
Department. These amendments were satisfactory to the groups favoring the 
bill, and the committee amended the bill accordingly. 

I am confident that the testimony presented here this morning will prove the 
necessity for this legislation, and I sincerely hope that it will be approved by 
your committee, so that it may be presented to the Senate in the near future 





[INDUSTRIAL UNION OF MARINE AND SHIPBUILDING WORKERS OF AMERICA, 
Camden, N. J... May 9, 195 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Washinaton, D. ¢ 


DeAR SENATOR Macnuson: S. 1864, introduced on May 2, 1955, by Senator 
Butler of Maryland, and referred to your committee, has been burohgt to our 
attention. 

We wish to support the intent and purpose of this bill to prohibit the operatior 
in the coastwise trade of vessels rebuilt outside of the United States 

On February 25, 1955, we wrote you about the problem of these vessels being 
rebuilt for the American-Hawaiian Lines by Japanese shipyards At that time 
we pointed out that not only were these vessels converted in Janan, because the 
company could not obtain a reconstruction differential subsidy, but that the 
company had the benefits of accelerated amortization and paid no duties 01 
these vessels. 

You are also conversant with the problem of the national bulk carriers’ yard 
in Japan. 
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Information available 1 the members of the New York and New Jerse \ Dry 
Dock Associ m conflicts with this view that little if any reconstruction work 
s under consideration The members of association have reason to believe 
that at least four substantial conversions are presently being considered by 
American sh powners 
her re un recent incident emonstrates that passage of this legislation 
requiring the work to be done in domestic yards will not influence ship operators 
m their conversion projects 
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Within the past few weeks a member of this association quoted a pri 


conversion of am American-owned ship The ship owner requested a si 
reduction in the quoted price, pointing out that he could have the work done more 
cheaply ina foreign shipyard,  Ilis attention was called to the above-noted bi 
enactment of which would prevent him from engaging in the Coastwise trad 
if the work were done abroad. Within a matter of hours he entered into the 


contract on the terms originally proposed. Thus the mere pendency of t1 
legislation was sufficient to induce this shipowner to have his vessel converted 
in an American shipyard. As a result, a domestic vard obtained a contract in 
excess of three-quarters of a million dollars for work which might otherwise 
have gone to a foreign country. 

The Department of Commerce this year, in a report prepared by the Maritime 
Administration in connection with the 50-50 cargo preference law. presented 
the President the following statistics on the comparative average shipyard labo 


costs of various countries, These figures illustrate the competitive disadvantage 
of American as against foreign shipyards: 
Dollars 
Country: per hour 
United States $2.18 
Sweden SY 
United Kingdom G1 
France m4 
Italy 36 
Germany 17 
Netherlands +4 
Japan ah 


rhe Port of New York Authority has recently completed a comprehensive su 
vey, made public a few days ago, of employment arising out of the mariti 
industry in the New York Harbor area. The survey reveals that the port fu 
nishes the economic basis of existence for 1 out of eve ry 4 persons who live in the 
port district, or about 3,120,000 people, and provides more than 25 percent of 
total wages earned in the port district It is reasonable to assume that a similar 
ratio exists in the other major seaports of the country Thus the importance 
any bill that benefits a segment of the maritime industry is readily apparent 

The objective of H. R. 6025 and S. 1864 is to further the historic policy of thi 
United States to foster the development of an adequate American shipbuildis 
and repair industry. <As the Maritime Administrator stated in his testimony 


the issue raised by the bill is primarily one of basic legislative policy for deter 
mination by the Congress.” 

The effect of this legislation was well stated by Senator Butler at the time of 
the introduction of the Senate bill (excerpt from Temporary Congressional Re« 
ord, May 2, 1955. p 1.47S et seq.) : 

“Obviously, enactment of the bill would not of itself furnish a cure-all for the 


present depressed state of the shipbuilding and ship repair industry Howeve 
it would close one crack in the wall of legislation which the United States has 


relied upon to assure the continued existence of adequate and efficier 1} 
American shipbuilding and ship repair facilities at all times. Like the leak 
evee, unless the breach is repaired, the flow of this type of work to foreign 

shipyards will tend to increase.” 

Senator Buriter. Our first witness is Mr. Eugene J. Ackersor 
Chief, Division of Legislation, Maritime Administratior 

: ; 
Mr. Ackerson, we are very glad to have you here. sir. 


STATEMENT OF EUGENE J. ACKERSON, CHIEF, DIVISION OF 
LEGISLATION, MARITIME ADMINISTRATION 


Ma. ACKERSON. JAS Indicated, [ am Mugene Ackerson. I have no 
prepared statement. The chairman has already Introduced into the 
record the report of the Department of Commerce of March 22. 1956, 
and that will be made a part of the record, I presume. 

The bill. IL R. 6025, passed by the House, originally & companiol 
bill to S. 1864, was amended in passing to incorporate several amend 
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ments recommended by the Treasury Department, and in part by the 
Commerce Department 


We have no object on to these amendments as thev are largely 

consistent with the amendments we suggested in our report on S. 
ae leS ob os ; ; : ; 

L. As stated in the report, the main issue involved is one of legis- 


itive policy for determination by the Congress. We have no objec- 
tion to favorable consideration of the bill amended as suggested. 
Senator Burter. Thank you ever so much. 

\re there any questions, Mr. Bourbon ? 

Mr. Bournon. No, sir. 

Senator Burter. Thank you, Mr. Ackerson. 

Our next witness is Mr. L. R. Sanford, president, Shipbuilders’ 
ounell of America 


( 
\ 


STATEMENT OF L. R. SANFORD, PRESIDENT, SHIPBUILDERS'’ 
COUNCIL OF AMERICA 


Senator BurLer. Tlave youa prepared statement ¢ 


Mr. Sanrorp. No, 1 have not, Mr. Chairman. I didn’t have notice 
of this hearing Wnt | yeste rd iV. and | Was detoured froma trip to the 

est coast to come down here and didn’t have uny opportunity to 
prepare a statement. 

Senator Buriter. We will be glad to have your comments on the 
bill. 

Mr. Sanrorp. This bill, as you have already outlined, Mr. Chairman, 
Ss mere y to extend the aahaithel afforded to the shipbuilding and 
-hip repairing industry against the construction of foreign vessels 
voiIng into the domestic trades to include Americal \-flag vessels 
rebuilt abroad In other words, it merely extends t] on coverage to 
that extent. And that is the sole purpose of the bill. 

The bill. as has been brought out by Mr. Ackerson, at the time of 
the hearing before the House committee—Mr. Bonner, the chairman, 
suggested that I get together with representatives of the Bureau of 
Customs and see if we couldn’t incorporate some amendments in the 
bill as originally submitted which would be completely satisfactory 
to the Bureau of Customs, because they had made some suggestions 
in their appearance before the House committee. That was done. 
We worked on it for a couple of days and finally came up with a 
bill which is the bill that has been favorably recommended by the 
House committee, and which I understand is the bill that we are 
now considering here before this committee. 

As far as those amendments are concerned they are entirely satis- 
factory to the shipbuilding interests, and I understand that they are 
entire ly satisfactory to the Treasury and to Customs, and Mr. Acker- 
son said this morning that there was no objection on the part of the 
Maritime Administration to the amended bill. 

I would like to point out that there is considerable urgency in con- 
nection with this bill at the present time for two reasons: There is a 
program going on along the a of increasing the size of T-2 tankers. 
It is called in the vernacular “jumboizing the tankers.” It means cut- 
ting them in two, putting in a length of parallel middle body, and 
increasing their capacity very substantially. Some of those are under 
contract at the present time and there has been considerable intimation 
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that some of the operators of T—-2 tankers are thinking about having 
such vessels ‘Tumboized” abroad. 

This particular bill would of course prevent that because that essen- 
tially would be a rebuilding of a vessel now in the domestic trade, and 
that is the purpose of the bill, to prevent that. If that should get to 
be a rather large program it would do considerable damage to the 
American yards in that they would lose a lot of business to foreign 
yards. 

The second reason why this bill is urgent at the present time is be 
cause of the condition on the Great Lakes. The Great Lakes yards 
depend, as you undoubtedly know, to a very large extent on the So- 
called winter repair and conversion work, because they have no new 
construction contracts on the Great Lakes at the present time. 

The vessels are in operation all summer, and the only repair work 
during the summer is casualty work, or emergency work. So that 
most of the repair, rebuilding, reengining and items of that kind are 
taken care of on the Great Lakes ore carrier fleet during the winter 
season when those vessels are laid up and cannot operate. 

The Canadian yards across the lakes from the American yards 
operate at considerably lower costs than the American yards; as a 
matter of fact, about a third lower cost. There is considerable specu- 
lation going on today on the part of some of the lakes operators with 
respect to taking American-flag ore carriers across to Canada yards 
and having them rebuilt or repowered, or whatever may be necessary, 
because they can get the work done cheaper over there than they can 
in the American yards. If that got to be quite a program that would 
put a further hardship on the American Great Lakes yards which are 
already in a great deal of difficulty because they have no new construc- 
tion work. 

Incidentally, we have a bill before this committee, as you know now, 
to try to promote some new construction work in the Great Lakes 
yards. 

For those two reasons, the “jumboizing” of the T-2 tankers and the 
possibility of lake ore carrier rebuilding in Canadian yards, we feel 
that this bill at the present time is rather urgent and if the bill is 
reported out and passed it will close those two doors, both of which 
would permit work to get away from American yards which is very 
badly needed at the present time. 

I would like to point out—I think it is worth pointing out—that the 
passage of this bill involves no cost to the Government whatsoever. 
It is purely commercial work. There is not a dollar of Government 
money that would be involved if the bill is passed. 

Senator Burier. That is work that has historically gone to the 
American yards? 

Mr. Sanrorp. Yes. 

I also would like to point out that if the bill is passed, to the extent 
that it keeps work in the American yards it will help to maintain the 
36.000 minimum employment that was recommended, as you recall, 
in the Murray report. 

Senator Butter. And also, as was said by the Comptroller General 
in his letter, it would be consonant with the spirit and purpose of the 
fundamental act, the Merchant Marine Act of 1920. 
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Mir. Sanrorp. It would also help to ward off block obsolescence. To 
he extent that these vessels can be rebuilt they are improved and they 
havea Lisi life because of that sa 

All in all it seems to me that this bill is entirely consistent with the 
prine ple of protecting the American shipbuilding y ards and ship- 
repall vards, and of limiting the domestic trade to vessels built in the 
United States by extending that protection to vessels rebuilt Gutside 
the United States, to make them ineligible to reenter the domestic trade 
after they have been so rebuilt. 

I could vo on and talk some more but it doesn’t seem: to me it is 
necessary, Mr. ( hairman. It seems to me that covers the situation 
pretty well. 

‘There is here in the hearing room today a representative of one of 
the Gireat Lakes shipyards, Mr. Hoen, who, if you care to hear him, 
might like to make a brief statement on behalf of the Great Lakes 
shipyards in connection with this bill. 

‘| hank Vou, Sil’. 

Senator Butter. Thank you. 

Mr. Bournon. Mr. Sanford, it has been said by some of the people 
who are against this bill that there dloe snt seem to be any Likel: hood 
of any such work being done outside the United States. 

Mr. Sanrorp. Mr. Morse, of the Maritime Administration, made 
that statement before the House committee. And at that time I took 
exception to the statement and I cited the two instances that 1 have 
cited here this morning as to the jumboizing of the tankers and the 
possibility of Great Lakes work going to Canada. as to me at least 
controverting the aside that was in ‘Die. Morse’s mind that there was 
no immediate prospect of any such work going abroad. 

Senator Bur.er. lf there is no immediate prospect nobody can be 
hurt by it 

Mr. Sanrorp. That is exactly it We walt to close the door in any 
event. 

Senator Buriter. That’s right. 

Mr. Bourpon. About a year ago it seems to me that the shipbuilding 
people were somewhat upset and disturbed tut the plans for building 
the Gibbs Yard in the Dominican Republic. I wonder if that yard 
has had any effect to you, or if the 45 cents an hour labor rate down 
there has bothe Tec l you. 

Mr. Sanrorp. So far it has not. As a matter of fact the yard 
still underway and has not been conipleted. I believe they have one 
drvdock down there. You are aware that Mr. Gibbs is no longer con 
nected with that project, that Mr. Trujillo has t: ee it over in toto 
and Mr. Gibbs is no longer in it. It is no longer an American interest 
involved It is a Dominican p yroject pure % and sa To what ex 
tent they will complete it down there and to what extent they will com- 
pete with us for repair work « w shipbuilding work, we don’t know. 
of course. 

We have another project as you possib hy have heard, the possibility 
of a yard in Bermuda, which perhaps might do a little more damage 
than the Dominican vard. But that is still in the paper stages. 

Senator Burier. If it is one of those so-called bicycle yards, it will 

»right inthe vooue in Be srmuda, 

"Mr Sanprorp. It is not of that character, but it certainly would be. 
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Senator Burter. Thank vou, Mr. Sanford. 

Mr. Sanrorp, Thank you, Mr, Chairman. 

Seaharnagg to correct myself, Lsnid Bermuda. I should have sa | 
Bahama rr at is where the yard is indict ated. 

Senator ee rer. ‘Then I will have to modify hi\ statement. 

Mr. Riley, legislative representative of the ALL-CIO. 

Mir. Bourpon. He had to leave, Mr. Chairman, and asked that h 
statement be made a peut ot the record. 

Senator Burner. Jt will be made a preen't of the record. T will read 


STATEMENT OF GEORGE D. RILEY, LEGISLATIVE REPRESENTA- 
TIVE, AMERICAN FEDERATION OF LABOR AND CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 


(‘The statement is "ts follow ee 


The AFL-CIO endorses the purposes of S. 1864, which I assume would apply 
to HL. R. GO25 


Which is the Nlein bill, which we will report out of this subcommittee 


dealing ith the operation of the cCoastwise trade vessels “rebuilt” outside the 
United States 

We regard the practice of permitting such vessels in such trade as just anothet 
form of runaway indusiry, seeking as it does, supposed benetits on the use of 
low-wage, if not inferior, labor in the alteration of vessels designed to benefit 
from rebuilding outside the United States 

The term “rebuilt” has come to bear a rather clear definition to include any 
material changes in size of displacement or length of vessels in the “rebuilt 
cates gory 

Kor this reason, I tind no purpose in suggesting any clearer definition as 
contained in section 3 of the bill 

The House has included certain improvements and refinements in its own bil 
H. R. 6025. These improvements I believe, serve a useful purpose, and I hope 
your own commitiee includes them in your bill 

We hope the commiitee will report promptly S. 1864 largely in its present 
forn 

These remarks also represent the views of the Metal Trades Department of the 
AFL-C1O 


Senator Burter. Mr. Alvin Shapiro, vice president, American Me1 
chant Marine Institute 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, ON BEHALF OF AMERICAN 
MERCHANT MARINE INSTITUTE, PACIFIC AMERICAN STEAM- 
SHIP ASSOCIATION, AND ASSOCIATION OF AMERICAN SHIP 
OWNERS 


Senator Burier. | see you have a statement. 

Mr. Srrarmo. It is a very brief one. If it is all right with you, J 
would like to read it. 

Seantor Burter. Fine. You may proceed, 

Mr. Suarrro. My name is Alvin Shapiro. The American Met 
chant Marine Institute, the Pacific American Steamship Association, 
and the Association of American Ship Owners, herein represented, 
have membership of seventy-odd shipping companies operating al] 
types ot vessels in all Americ: an trades on. the three coasts of the 
United States. 


81982—56 3 
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fully aware of the vital role played by our s hipbuilding i 
ry the hecessily ‘or continued existence of a Strong and 
lt Von ‘eus INaUSTryY for mobilization expansion, Nevertheless, 
Our Organizations must Oppose Ss. 1864, for we believe that the bill 
inder consideration would further limit the sum total of operational 
choices available to American shipping companies without any real 
rospect of a ‘olpensating iivantage to other interested parties, 


1) tially, we do not believe that the fundamental health of our ship- 
uilding and repair industry could be significantly affected one way 
or the other by the relatively rare instances in which vessels rebuilt 
outside of the United States may enter the coastwise trades of the 
United States upon the completion of that work. 

The committee is fully aware of the slonificant differential in cost in 
ipyard work as between American and foreign yards. It is com 
pletely conceivable that the heavy capital outlay involved in the initial 
1 building project, if required to be pel formed here, Way frustrate the 

entire cnterprise. 

ihe relatively lower cost in foreign yards would encourage the al 
feratioh In physical structure of the vessel to make it more advan 
tageous to operate in our domestic trades. In addition to the pure cost 
aspect, the paamsens of time rar be such that an owner, in order to 


tuke advantage of : L relatively | | ealthy market situation, whose dura 
tion is always subject to doubt, will proceed with quick rebuilding in 
the foreign yard, his ha nanan | in American yards may be such 


that the project would be more time-consuming, hence depriv ing him 
of the opportunity of participating therein. 

For either of the aforementioned two, and perhaps other reasons, 2 
ling project may be undertaken in a foreign yard aa the vessel 
entered into our coastwise trade, which might for economic reasons not 
take place otherwise. 

Should the ship instead be laid up or transferred sold abroad or 
otherwise not made part of the coastwise fleet, it appears to us that 
there are long-range unfavorable aspects for the American shipbuild- 
ing and ship-repair industry. Upon its entry into the domestic trade, 
2 rebuilt vessel, we believe, will be a continuing customer of the Ameri- 
can shipbuilding and repair industry. If a project is not undertaken 
and the vessel is not therefore engaged in coastwise service, the Ameri- 
can shipbuilding and repair industry could be denied that customer 
in perpe tuity. 

Senator Burner. Mr. Shapiro, isn’t it true, that this bill historically 
follows the lines of American policy, in connection with the coast wise 
trade? 

Mr. Suapiro. Yes. I would say there is very little question that the 
coastwise trade should be confined to American vessels and that it is 
that sort of vessel activity that generates a large part of the backbone 
for the healthy nucleus of the American merchant marine. And I 
must further add to that, in all honesty, if this were a consequential 
manner for the shipbuilding industry, if this were the straw that 
would break the camel’s back, I am absolutely convinced that our mem- 
bers, being very reasonable people, and having a fundamental stake 
in the shipbuilding industry, as well as in the operating industry, 
would not be assuming the position we are herein taking. 


rebull 
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We do not think it Is very consequential to the shipbuilding 
industry: we know of no instances in which this has been involved 
a problem ot circumventing the intent of the 1920 act. The one sit 
uation was the American-Hawaiian situation which was replete with 
complications far more basic than this problem. 

Senator Burier. I happen to know something about that. I was 
very much in the middle of that 

Mr. Suapimo. Yes, sir. And, as a matter of fact, as Mr. Sanford 
mentioned, and I think it is perfectly justifiable that he did mention 
that, there was considerable talk awhile back about jumboizing tankers 
outside of the United States. “To 1 1\ knowledge, and I nay not be 
perfectly correct in this, none has taken place outside of the United 
States, but a lot of conversation that contemp lated doing this work 
outside has now moved into the United States, and this ope ration 1s 
now going on here. I know of one company 

Senator Burner. Is that because the foreign yards at the moment 
are unable to do the work, that they are so busy they couldn’t take more 
work ¢ 

Mr. Suarmo. No; 1 don’t think that is basic. It may be some ele 
ment. Frankly, I do not know specifically what motivated the decision 
in each individual company. And f thi nk it might v: ry company to 
company. But the only reason I mention that point is that I don’t 
think it is an impending threat, that if this bill should not pass that 
an awful lot of vessels are going to go out and be jumboized overseas. 
That is not the case bee: sng fo jumboizing that has taken place could 
have taken place overseas, but did take place oe 

Senator Burter. Thank you very much for your views on the bill. 

Mr. Hoen, would you like to say a word on this bill / 


STATEMENT OF JOHN HOEN, AMERICAN SHIPBUILDING CO., 
CLEVELAND, OHIO 


Mr. Horn. Mr. Chairman, I have no prepared statement on this 
bill at all. Tam sure that this committee is well aware of the problem 
facing the Great Lakes shipbuilders as it showed in reporting favor 
ably S. 3108, construction of new vessels. With that awareness I urge 
you to favorably consider this bill which will protect our position in 
the rebuilding trade. 

Senator Burier. Thank you very much for appearing and giving us 
your views. 

Would anybody like to speak on this bill, pro or con ? 

If not, the subcommittee will stand adjourned. 

(Whereupon, at 11:28 a. m., the subcommittee was adjourned. ) 
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THURSDAY, JUNE 28, 1956 


Unitrep STates SENATE, 
CoMMITTEE ON INTERSTATE AND ForeEIGN CoMMERCE, 
Washington, dD. es 


The committee met, pursuant to notice, at 2:50 p. m., Hon. Charles 
EK. Potter presiding, in room G—-16, United States Capitol. 

Present : Senator Potter (presiding ). 

Senator Porrer. The hearing will come to order. 

The hearing this afternoon is on S. 3909, a bill to amend the Mer- 
chant Marine Act, 1936, as amended, to further promote the develop- 
ment and maintenance of the American merchant marine, and for other 
purposes. The purpose of this legislation is to liberalize tax defer- 
ment privileges for unsubsidized vessels under section 511 of the Mer- 
chant Marine Act. 

(The bill is as follows:) 

[S. 3909, S4th Cong., 2d sess. ] 


A BILL To amend the Merchant Marine Act, 1936, as amended, to further promote the 
development and maintenance of the American merchant marine, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 511 (c) of the Merchant Marine 
Act, 1936, as amended, is further amended by striking out the second paragraph 
thereof and inserting in lieu thereof the following: 

“In the case of earnings from the operation of vessels documented under the 
laws of the United States and from services incident thereto, or receipts with 
respect to amounts previously deposited, the portion thereof deposited in a con- 
struction reserve fund established under subsection (b) with respect to any 
taxable year ending after the date on which these amendatory provisions become 
effective shall not be recognized to the taxpayer for the purposes of Federal 
income or excess-profits taxes. 

“Kor the purposes of this subsection no amount shall be considered as 
deposited in a construction reserve fund unless it is deposited within sixty 
days after it is received by the taxpayer, except that in the case of earnings 
from the operation of vessels documented under the laws of the United States 
and from services incident thereto in any taxable year, the deposite may be made 
not later than the prescribed date of filing, or any authorized extension thereof, 
for the taxpayer’s Federal income-tax return for such year, and if such deposit 
is made on or before such date it shall be considered to have been deposited on 
the last day of the period covered by the tax return.” 

Sec. 2. Section 511 (d) of such Act is amended to read as follows: 

“(d) (1) The basis for determining gain or loss and for depreciation, for the 
purposes of Federal income or excess-profits taxes, of any new vessel con- 
structed, reconstructed, reconditioned, or acquired by the taxpayer, or with re- 
spect to Which purchase-mney indebtedness is liquidated as provided in subsection 
(g). in whole or in part out of the construction reserve fund shall be reduced 
by that portion of the deposits in the fund expended in the constructin, recon- 
struction, reconditioning, acquisition, or liquidation of purchase-money indebted- 
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he new vessel which represents gain, en “. Ol ceipts t recog 
nized for tax ] poses under subsectiol c) 

») If vessel constructed, reconstructed, reconditioned, or acquired 
or W espect to which purchase-money indebtedness is liquidated, in whole 
or in part out of the construction reserve fund (or property having a substi 
tuted basis by reverence TO such Vessel ~ id, exchanged, distributed, or other- 
wise disposed of (except to the extent that gain is not recognized by reason of 
subsection (¢) hereof or of section 1033 of the Internal Revenue Code of 1954), 


then the excess over the adjusted basis of the vessel (or of the property having 
a substituted basis by re ference to such Vessel), of 


} . 
' ‘) 


\) in the case of a sale or ex ge, the amount reali 
(BB) in the case of a distribution or disposition other than by sale or 
exchange, the fair market value of the vessel or property at the time of 


h to the extent that funds so expended 


such distribution or disposition ; shal 
represent earnings or receipts which have not been recognized for tax 
purposes under this section, be considered, for the purposes of the provisions 
of subtitle A of the Internal Revenue Code of 1954, as short-term capital 
gain. Notwithstanding the provisions of section 511 (c) the earnings and 
profits of a corporation shall be increased by the amount of any deposits 
in the construction reserve fund which have not been recognized for Fed- 
eral tax purposes under such section. The term ‘substiuted basis’ as used 
in this section shall have the same meaning as in section 1016 (b) of the 
Internal Revenue Code of 1954. 

‘(3) In computing the net operating loss deduction of the taxpayer under 
section 172 of the Internal Revenue Code of 1954 for any loss vear as therein 
referred to, the gross income of the taxpayer defined in section 172 (c¢) shall 
include earnings and receipts with respect to such year which have not been 
recognized for tax purposes under subsection (c) hereof.” 

Sec. 8. Clause 8 of section 511 (e) of such Act is amended to read as follows: 
“(3) if any deposit arising out of the same transaction consists in part of gain, 
earnings, or receipts, not recognized under subsection (¢c), any expenditure, 
obligation, or withdrawal applied against such deposit shall be considered to 
consist of gain, earnings, or receipts in the proportion that the part of the deposit 
consisting of gain, earnings, or receipts, bears to the total amount of the deposit.” 

Sec. 4. Section 511 (i) of such Act is amended by inserting “, earnings or 
receipts,” after the word “gain” in each instance where it appears in the first 
sentence 

Senator Porrer. Mr. Ackerson, I understand that you are appear 
Ing in place of Mr. Morse. Before you begin your testimony: We 
have a telegram from Lyndon Spencer, of the Great Lakes Carriers’ 
Association, in support of the legislation, which will be made a part 
of the record. 

(The telegram is as follows:) 

CLEVELAND, Onto, June 23, 1956. 
Hon. WARREN G. MAGNUSON, 


Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C.: 

Reurtel this date Lake Carriers Association, while not desiring to testify 
on either bill on June 28, does want to go on record as supporting S. 3909 and 
opposing H. R. 4090. Would appreciate having these positions noted in the re 
spective hearings 

LYNDON SPENCER, 
President, Lake Carriers Association. 


Senator Porrer. Mr. Ackerson, will you identify yourself for the 
record! We will be happy to receive your views. 


STATEMENT OF E. J. ACKERSON, ASSISTANT GENERAL COUNSEL, 
MARITIME ADMINISTRATION 


Mr. Ackerson. I am E. J. Ackerson, Assistant General Counsel, 
Maritime Administration. Mr. Chairman, Mr. Morse regrets that he 
is unable to be here. He asked that he be permitted to offer this state- 
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ment which we have here for tli recOVd, abide Spy he 
statement. 

Senator Porrer. That is fine. The statement will be made a part 
of the record at this point, 

(Mr. Morse’s Statement is as f lows 
STATEMENT BY CLARENCE G. MORSE, MARITIME ADA ISTRATOR, | BeHa OF THI 


MARITIME ADMINISTRATION, DEPARTMENT OF COMMERC! 


Gentlemen, the bill, S. 83909, would amend seetion 511 of the Merchant Mari 
Act, 1936 

Section 511 now permits United States citizens who operate vessels in the 
foreign or domestic Commerce of the United States, or in the fisheries. te deposit 


ina construction reserve fund earnings from the operation of vessels documented 


under the laws of the United States, the net proceeds of the sale of a vessel, o1 


1 
the net indemnity for the loss of a vessel, and receipts in the form of interest 
or Otherwise from amounts deposited in the fund. This is the only statutory 
fund in which unsubsidized operators may make deposits for vessel replacement 
purposes 

Very limited tax benefits are now extended to deposits of earnings in the con 
struction reserve fund. Such deposits, if expended or obligated within the time 
limits imposed, do not constitute an accumulation of earnings or profits for pur 
poses of part 1, subchapter C, chapter 1 of the Internal Revenue Code of 1954, 
which imposes an additional tax on earnings or profits unreasonably accumulated 
in a business 

No other tax benefit is now extended to deposits of earnings or receipts with 
respect thereto. Deposits of net proceeds of sale or net indemnity for a ] 


LOSS, 


however, receive an additional tax benefit in that no gain is recognized in respect 
of the sale or loss of the vessel if the deposit is, within 3 years from the date of 


deposit, expended or obligated in the construction, or acquisition of a new vessel 


or in payment of a purchase money mortgage on a new vessel or in recon 
structing or reconditioning a vessel. The Secretary of Commerce is authorized 
to extend this period for 2 additional years. 

If at the end of this period, as and if extended, the deposited net proceeds of 
sale or net indemnity for a loss are not expended or obligated as required, the 
gain from the sale or loss is recognized and must be included in gross income 
for the year in which it would have been recognized as gain if the net proceeds 
or net indemnity had not been deposited. Interest on the deficiency thus created, 
however, runs only from the time the gain is required to be included in gross 
income and not from the date the tax thereon would have been payable if. the 
net proceeds or net indemnity had not been deposited in the fund. 

The tax benefit resulting from nonrecognition of gain in respect of deposits of 
net proceeds of sale or net indemnity for loss is limited by reduction of the 
basis of the new vessel, for gain or loss and for depreciation, by the amount of its 
cost which was paid from the nonrecognized gain. To the extent the basis for 
depreciation of the new vessel is reduced by the nonrecognized gain, its annual 
income subject to tax at ordinary rates is increased. 

Under section 511, receipts in the form of interest or otherwise from deposited 
net proceeds or net indemnity receive no tax benefit except that they are not con 
sidered earnings or profits for the purpose of the additional tax on earnings o1 
profits unreasonably accumulated in a business. 

The bill, S. 3909, would amend section 511 to provide that earnings from the 
operation of vessels documented under the laws of the United States, which 
are made in any taxable year ending after the bill is enacted, and which are 
deposited in a construction reserve fund on or before the final date for filing 
a Federal income tax return for that year, shall not be recognized as income 
to the depositor, The bill would extend the same tax benefits to receipts in 
the form of interest or otherwise earned by deposits in the fund 

Section 511, as it would be amended by the bill, would provide that (1) 
unless such deposits are expended, or obligated for expenditure, under a con 
tract for the construction, acquisition, or reconstruction fia new vessel (as 
defined in subsection (a) of section 511) entered into within 8 yvears of the 
date of the deposit, and unless certain construction progress is made within tl 


t 


period if the new vessel is constructed under title V, « Within 6 inonths afte 


t 


expiration of this period if the vessel is not 


‘ } 


unless the deposit is expended for the liquidation purchase money mdebt eSs 


constructed under tithe V, or (2) 
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ew t witl > Verurs of th site f deposit, the earnings or receipts 
fe the Ie ‘ 7) s ros ! me Tor thre Ve l n Which the 
enruings o1 eceipts would have been taxable if thev had mot been ‘(leposited in 
e fund Trite st on the deficiency so create however, would run not from 
Lie Lime the earnings of ecelpts would have been taxable f they had not been 
leposited, b only from the time they are requi ed to be included in gross 

I rie 

Section O11. as it would be amended bv the bill. would reduce the basis for 
Z ior toss and for depreciation of a vessel built, in whole or in part, from 
fey ited earnings or receipts to the extent that the cost of the vessel is puaaia from 
ul deposits that are not recognized as income under the bill On the sale, 
exchange, distribution, or other disposition of the vessel, however, provision is 


ade to prevent a conversion of such earnings from ordinary income to capital 


ns The importance of this provision is that the earnings deposited are 


ordinary income whi h. if not dep ited, would be taxable at the rate « cr 52 percent, 


To the extent that the bill would reduce the basis 


ile capital gain which is what would otherwise be recognized on a_ sale, 
hange, or other disposition of the property, is taxable at the rate of 26 percent 
of the new vessel for depre- 
ible earnings of the vessel 








ion, it increases the ta 


To the extent that the bill would treat any gain on the sale, exchange, or other 


disposition of the vessel, as ordinary income, it prevents the conversion of ordinary 


come into capital gains 


In the Review of Maritime Subsidy Policy (p. 99) and in the Review of the 


‘onstwise and Intercoastal Shipping Trades (p. 46), both issued by the Maritime 


ministration and the Department of Commerce, it is recommended that the 


Sime ta benetits extended to subsidized operators under the Merchant Marine 
Act, 1936, be extended to unsubsidized operato An examination of section 511 


I 


Vin 


it would be amended by the bill, however, raises the following questions as to 


iether the bill would satisfactorily implement this policy 


a) The bill would not require the unsubsidized operators to come to the 


ritime Administration with a construction program before making tax deferred 


deposits in the fund One purpose of the recommendations, in the reports re 


fer 
ari 


cle 


‘red to, was to require such operators to make plans for a construction pro 
I 


‘am, and to present such plans to the Maritime Administration in sufficient 


‘tail so that the cost of the vessels to be | nstructed « muld be ‘ stimated, he fore 











ix deferment on deposits of earnings and receipts would be granted. The 
voluntary deposits of subsidized operators are controlled by the Maritime Admin 
stration Under current regulations, voluntary deposits of subsidized operators 
are limited to 5Q@ percent of the replacement cost of their vessels if they have a 
specific fleet replacement program in their contracts, and 35 percent of such 

if they do not In either event, however, the Maritime Administration has 
onsiderable control of the replacement program of a subsidized operator. The 
bill makes no provision for any participation by the Maritime Administration in 
the ning or quality of replacements by unsubsidized operators. 
(4) The bill would invoke the present requirements of section 511 with respect 

oO the me within which deposits must be expended or obligated to obtain 
tax «cel ment These provisions were designed fo1 application to proceeds 
f requisition or loss of vessels, and there is a question as to the extent 


which these provisions should be made applicable to deposits of earnings. 
may be unduly restrictive 

¢) In addition to the tax deferment of deposits of earnings, the bill would 

the operator to take a Cepreciation deduction for income-tax purposes. 

bsidized operators are required to fund their depreciation by depositing an 

tf equal to such depreciation in their capital reserve fund. They receive 

additional tax benefit from funding their depreciation. There is a question 


hether tax deferment of earnings by unsubsidized operators should not be 


vh 
mited to so much of their deposits of earnings as exceed their depreciation 
harges, Otherwise it appears that they would be getting a double depreciation 
cle on with a requirement that only one such deduction be funded. 
¢7) The bill would prevent a conversion of earnings (which would be ordinary 
income if not deposited) into capital gains This is entirely proper. The bill, 
howeve vould leave in effect the present provisions of section 511 which 
require A conversion deposits of capital gain into ordinary income This 
neans a conversion a 25 percent tax into a 52 percent tax, and raises a 
question whether under an amendment of section 511 the reciprocal conversion 





capital gain and ordinary income should not be prevented in both directions, 
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(e) The bill would allow deposited earnings to be tax deferred even if used 
to pay a purchase money mortgage. This may be a good policy, but it raises 
a practical question whether more new construction would not be obtained if 
use of the fund to pay such mortgages were prohibited. The objective of aid is 
to get actual new construction. 

(f) The bill would require that if the fund is not expended as required to 
obtain tax deferment, interest shall run only from the expiration of the time 
limit to expend the deposit, rather than from the date the earnings would have 
been taxable if not deposited. This would permit in substance an interest-free 
loan to the depositor from the date of deposit to the date he fails to invest as 
required, which would be a tax benefit to the depositor without finally resulting 
in new construction of vessels for the United States. 

(g) The bill would not exclude subsidized operators from the benefit of its 
provisions. This would provide an easy means for subsidized operators to avoid 
the Maritime Administration's limitations on the amount of such operators volun 
tary deposits. 

(h) The benefit of the provisions of the bili would be open to industrial 
carriers such as large oil Companies or steel companies. This may be proper, 
but consideration should, nevertheless, be given to whether the tax benefits 
provided by the bill should be extended to such carriers 

(7) The bill does not change the definition of “new vessel” in section 511 
Under this definition any vessel built after 1989 could qualify as a “new vessel.” 
This definition would allow tax benefits to vessels that are not newly constructed 
after enactment of the bill. 

(j) The bill does ont provide a means for replacing a vessel built with de 
posited earnings. To the extent a vessel is built with deposited earnings, if 
loses its basis for depreciation, and no means is provided by the bill for an 
accumulation of depreciation deposits in the fund, since section 511, as it 
would be amended by the bill, would require the expenditure or obligation of a 
deposit to be made under a contract entered into within 3 vears of the deposit 
and would require within this period that certain progress be made with the 
construction of a new vessel. To provide for replacement, a provision would be 
necessary that would permit an accumulation of funds for at least 17 years, 
allowing 8 vears for construction of the replacement. 

The Maritime Administration favors legislation to amend section 511 with 
proper controls and restrictions to permit the deposit of earnings from ship 
operations in construction reserve funds on a tax deferred basis with adjust 
ment of the tax basis of the replacement tonnage to reflect the tax deferment 
accorded the earnings used for its construction. 

However, the Department of the Treasury and the Bureau of the Budget 
do not look with favor upon tax benefit measures as a mean of subsidizing 
new construction. We are examining and studying this problem in an attempt 
to work out a measure satisfactory to the Government and to the achievement 
of the purpose desired both by Government and by industry. We have not 
as vet been able to work out such a measure and, therefore, cannot present 
amendments or recommendations necessary to secure good legislation at this 
time. We suggest that S. 3909 he deferred for consideration until the next 
Congress. We believe that favorable consideration of this legislation at the 
present session, without arriving at the best possible measure from the Govern 
ment standpoint as well as the industry standpoint, would be prejudicial to 
the enactment of effective legislation. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this statement. 


Senator Porrer. Our next witness is Mr. Stoudenmier. Mr. 
Stoudenmier, we are happy to hear you. 


STATEMENT OF STERLING STOUDENMIER, WATERMAN AND 
PAN-ATLANTIC STEAMSHIP CORPORATIONS 


Mr. SroupenmierR. Thank you. I appreciate being taken out of 
turn. Logically I should follow the others, but I have a plane res- 
ervation, that is rather difficult to get, at 3:30 today. 

Senator Porrer. I can well understand that, Mr. Stoudenmier. 


81982—56———4 
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Mr. Srovcpenmier. My statement is rather short. I am sorry I 


have no prepared statement. I do have a few remarks to make. 

For the re ‘cord, 1 am Ster] hy Stoudennier, oT. ot Mobile, Ala. | 
um counsel for Waterman Steamship Corp., and its coastwise affill 
ite, Pan-Atlanti Steamship ¢ orp. 

Waterman and Pan-Atlantic o ind operate 35 C-2 cargo vessel 
1 the foreign ana domestic tra l¢ -. al a both are insubsidized opera 
tors 

We have made several appearances before this committee in re 
cent years supporting legislation similar to that proposed in S. 3909, 


the bill now before you. The basi purpos e of S. 3909 1s to amend 
section 511 of the Merehant Marine Act of 1936, to provide for tax 
de eee it, not tax exemption, tax ae ferment, on earnings from un 
subsidized vessels deposited . construction reserve fund for use 
1) the acquisition or construction of new vessels by unsubsidized 
opel itors., 


As vou know, section 511 already permits a deposit in the eon 
“se 


truc tion f ind ( f | re ceed br In iread 1OSses, and s iles of vessels. 
Capital evains on such proceeds if any, are tax deferred, provided 
the entire amount is applied to new construction is 3 years 


from the time of deposit. 

Section 511 also now permits a deposit of earnings from unsub- 
sidized operations. But no tax deferment is presently accorded earn 
Ines. So there Is ho incentive or indue ement to the unsubsidized 
operator to preserve earnings for future replacement of his fleet. 

Most, if not all, of the unsubsidized operators purchased thei 
present fleet, as did the subsidized operators, under the Merchant 
Ship Sales Act of 1946 and their fleets are fast approaching ob 
solescence. 

The lll subsidized operator has the same replacement problem 
is the subsidized operatol and the committee well knows that the 
cost of repli icing thee XIST Ihe fle eT is Stagger ne. 

Subsidized operators have, since the enactment of the 1936 aet. 
Pe) permited to have tax cle ferme nt on enrnn Os deposited in special 
or capital reserve funds, and to those who have taken advantage 
of this privilege their replacement programs will be substantially 
issisted. But even they will still, with the present high replacement 
cost, have many financial proble ms. 

The provisions of law granting tax deferment for earnings to sub- 
sub 31d 1ze cd ope rators ha e proven sound al a Vi ill. we believe, do much 
to encourage and make possible the replacement of their present 
fleets. 

The unsubsidized operators V ho have in the past and still operate 
a substantial portion of the Nation’s merchant marine should be 
encouraged in every possible way to oe their eg There is 
every sound reason why section 511 should be amended : S proy ided 
in this bill before you, which VW 11] pe rmit the de posit of earnings ot 
subsidized operators on a tax-de eecell basis in a construction reserve 
fund, controlled by the Maritime Administration, which fund is 
required to be used solely for the acquisition or reconstruction of new 
vessels. 

This committee approved and the Senate passed in 1951, a bill very 
similar to S. 3909. One of the recommendations contained in the 


recent report of the Maritime Administration concerning an analysis 
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of the coast wise and intercoastal trades reconmended the amendment 
of section D111 so as to permit nonsubsidized operators to make volun 


tary de ‘posits in the construe ‘tion reserve fund on 2a tax-deferred basis 
S. 3909 would implement that recommendation. 
There is every justification why the bill should be enacted. It will 


encourage the preservation of earnings of unsubsidized operators for 
vessel replacement; it will correct a long-existing inequity between 
the eee and unsubsidized operators; and it is sound from a 
Government fiscal point of view, since the bill does not provide fon 
tax exemption but is limited to tax deferment. 

We urge you to report the bill favorably. 

Senator, I am not going into the technic: al aspects of the bill. 
Mr. Morgan, of the Association of American Ship Owners, [ under 
“et ind, hi as a compre s+hensive stateme nt, an d no pur pose would be served 
by burdening the committee with a duplication of material T undei 
stand he will present to you. 

Senator Porrer. I assume that it has been the experience of you 
company that private financing for new construction is practically 
impossible to get ? 

Mr. Sroupenmier. It has been nonexistent. As the Senator knows 
there was some help in that direction afforded in the last couple of 
years by the enactment of the insurance provisions of title 11, pro 
viding for insurance of private financing whereby the Government 
insures the loan. We are hopeful that it will be helpful to all of the 
companies who qualify. 

Senator Porrer. Has that been helpful to you ? 

Mr. Sroupenmier. Yes,sir. In one program we have undertaken 
although we haven’t completed it—we have every reason to believe 
that it will be, and the banking institutions have indicated that they 
will go along with it. 

Senator Porrer. Mr. Luckey / 

Mr. Luckey. I have no quest ions. 

Senator Porrer. Thank you, Mr. Stoudenmier. 

Mr. Andrews? 

Mr. Andrews, you are the attorney for the General Accounting 


Office ? 


STATEMENTS OF G. L. ANDREWS, ATTORNEY, GENERAL ACCOUNT- 
ING OFFICE, AND A. L. HEDBAWNY, AUDIT DIVISION, GENERAL 
ACCOUNTING OFFICE 


Senator Porrrer. Will you identify your assoc late ? 

Mr. Anprews. Yes, sir. 

I have with me Mr. A. L. Hedbawny, the audit supervisor of the 
General Accounting Office. 

S. 3090 would amend section 511 of the Merchant Marine Act, 1936, 
as amended. 

Section 511 of the act now authorizes a United States citizen, who 
operates a vessel in the foreign or domestic commerce of the United 
States or in the fisheries, to establish a construction reserve fund for 
the construction, reconstruction, reconditioning, or acquisition of new 
vessels, or for pay ing off purchase-money indebtedness on vessels. He 
is permitted to deposit in the fund proceeds from the sales of vessels, 
indemnities for losses of vessels, earnings from the operation of vessels 
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documented under the laws of the United States and from services in- 
cident to such operations, and interest on amounts deposited in the 
fund. 

If the proceeds from the sales of vessels, or net indemnity with re- 
spect to losses, are used for the construction, reconstruction or recon- 
ditioning of vessels, or for paying off purchase-money indebtedness on 
vessels within a limited time — the date of deposits, no gains from 
the transactions are recognized as income for purposes of Federal 
income taxes. Tlowever, to the tot nt = at funds representing g gains 
from these transactions are invested in vessels, the depreciation “base 
of such vessels is reduced for tax aeuia Karnings deposited in the 
fund from vessel operations or from services incident thereto and 
interest earned on the fund are not exempted from Federal income tax, 
but are exempted from taxes imposed on unreasonable accumulations 
of earnings. 

In addition to the tax benefits now authorized by section 511, 8S. 3909 
would authorize an additional benefit. It would amend section 511 (c) 
so that deposits into the construction reserve fund of earnings from the 
operation of vessels and from services incident thereto, or interest on 
deposits in the fund, would not be recognized to the taxpayer for 
purposes of Federal income taxes if used for the purposes specified 
in section 511. 

However, S. 3909 would require (1) that the tax base of the vessel 
for determining gain or loss and for depreciation be reduced by the 
tax-free earnings or receipts invested in the vessel; (2) that in the 
event of disposition of the vessel, any profits up to the amount of tax- 
free earnings or receipts invested in the vessel be treated as a short- 
term capital gain for the purpose of Federal income taxes; and (3) 
that, for the purpose of computing the net operating loss deduction for 
any taxable year, the gross income of the vessel owner include such 
year’s earnings and receipts which have not been recognized for tax 
purposes, 

We consider tax benefits to be “disguised subsidies” and we have 
consistently opposed them for the following reasons: 

The amount of the benefit to be conferred is not determinable. 

2. Since the amount of the benefit conferred is not determinable, 
it may be greater than the actual need of the beneficiary. 

. Congress is deprived of the periodic review, provided by the ap- 
propri ition processes, to determine the continuing need for govern- 
tins aid. 

4. Changes in tax laws may result in increased or decreased benefits 
unrelated to the maritime industry’s needs. 

In addition, we suggest that, to the extent that benefits to the mari- 
time industry are geared to tax laws, the control of such benefits by 
the congressional committees which are most familiar with the in- 
dustry’s needs is minimized. 

Accordingly, we recommend against favorable consideration of S. 
3909 and urge that any additional aid to the maritime industry that 
is deemed necessary be provided in the form of direct subsidies which 
are subject to periodic congressional review under normal appropria- 
tion processes. 

Senator Porrer. Are you recommending that we extend ship-con- 
struction subsidies for nonsubsidized lines in lieu of this tax defer- 


ment ¢ 
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Mr. AnpreEws We make no specific recommendations as to how such 
wd might be granted. We leave that to the determination of the 
Congress, of course, who will have to determine it in any event. Tow 
ever, basically, I guess you might say that our opposition is to the 
up proach to aiding the industry by tax benetits. We have long op 
posed that. And I think without going into the elaboration used by 
the President in his message of January 16, 1953, on this subject, 
that message sets out very succinctly and elaborately, the same objec- 
tions we have. 

Senator Porrer. Section 511 provides that to a degree. 

Mr. Anprews. To a degree. This is an additional benefit. I think 
I see what is bothering you, Mr. Chairman. The General Accounting 
Office has consistently opposed all tax benefits of this nature. So this 
is a continuing opposition to what will be a continuing benefit to that 
now provided. 

Senator Porrer. Your point 4: “Changes in tax laws may result in 
increased or decreased benefits unrelated to the maritime industry 's 
needs.” 

Mr. Anprews. I think it follows from this fact: If you have a cor 
porate tax rate of 50 percent today, and it increases to 60 percent 2 
years from today, for ex: unple, then you have a greater benefit than 
was contempl ated at the time of the passage of this law. And whether 
or not there is a continuing need by the industry 2 years hence remains 
tobeseen. It is conjectural. 

Senator Porrer. Counsel / 

Mr. Luckey. On that particular point, Mr. Andrews, under the 
proposed legislation is it not true that the deposits that are made into 
the fund and are deferred for a period of I believe 3 years under exist- 
ing statutes and not utilized, are then taken into the Treasury with- 
out regard to any change in tax laws’ The only way that the Gov 
ernment could lose would be by having the taxes go up. 

Mr. Anprews. I am not sure. 

Mr. Hedbawny, could you answer that 

Mr. Hepspawny. Actually, they would be taxed as I understand 
this bill, as of the rates that were in effect at the time that the deposits 
were made for that particular year. To the extent, however, that 
these moneys have been deposited into the reserve fund, and they have 
earned interest and so forth, to that extent the operator, for example, 
would be earning interest on that on the Government’s portion of the 
deposit, which would represent taxes not paid to the Government, 
and he would be in a position then to get additional income on the 
Government’s share of the taxes in the deposit. 

Mr. Luckey. That interest is taxable ? 

Mr. Heppawny. That interest is taxable but the Government would 
get 52 percent of that interest and the operator would get, we will 
say, 48 percent of the interest on Government tax money that was 
deposite d we will say 2 or 3 years prior. 

Mr. Luckey. Also, that interest, any income from the fund, has 
to remain in the fund, does it not ¢ 

Mr. Hepprawny. Yes. 

Mr. Luckey. It has to be utilized for the construction of new 
vessels ¢ 

Mr. Heppawny. Yes. 
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Mr. LUCKEY. Let’s say new ve sels were not constructed within the 
statutory period and the taxes were then paid at the rate at the time 
of the depe sit. The interest on the taxes is computed and paid. Who 
vets The reman il F interest al cl 1 Incipl ¢ Is that returned to the 
operator ¢ 

Mr. Hy DBAWNY. ‘That is returned to the operator. 

Mr. Luckey. Is that your primary objection to this? Or is it the 
fact that they are utilizing Government funds durmg the 5-year 
period ¢ 

Mr. Hepnawny. I think the primary objection is the fact that the 
Government 1 foregoing the receipt of taxes during that o-year 
period. That is the primary concern. To the extent that the funds 
are left in this reserve fund, the Government is just not getting the 
faxes. 

Mr. Luckey. That is what vou are doing for subsidized operators 
right now, isn’t it? 

Mr. Heppawny. That istrue. 

Mr. Luckey. And they have the use of that fund and they also have 
interest. 

Mr. Heppawny. The point is, as Mr. Andrews said, that we don’t 
necessarily approve ot that procedure evel for the subsidized oper 
ators, and this is just a continuation of our objection to the sub 
sidized to tax benefits to the industry in preference, if a need is 
determined by Congre s,to direct subsidies. 

Mr. Luckey. I wonder if you could explain a little more in lay 


man language part 2? of your Statement on page 2. Mr. Andrews: 


In the event of disposition of the vessel any profits up to the amount of tax 
free earnings. 

Senator Porrer. That is inthe middle of the page. 

Mr. Anprews. Yes. If I understand it correctly, the tax rate 
Oh come 1s hi@her than It would be On long term capital oain. This 
offsets that, that it can be considered a short-term capital vain which 
would be taxable at the regular rates, 

Senator Porrer. You are not objecting to that? 

Mr. Anprews. No, sir; this was Just explaining the other side, so to 
speak, 

Senator Porrer. If I understand your statement, your objection 
is more toa continuation of a pol cy that the Congress has established, 
a policy that you don’t like, and this follows in that pattern, and you 
don’t like this, too ? 

Mr. Anprews. That is correct. 

Senator Porrer. Thank you, gentlemen. 


Mr. George Morgan. 


STATEMENT OF GEORGE MORGAN, PRESIDENT, ASSOCIATION OF 
AMERICAN SHIP OWNERS, ACCOMPANIED BY HARVEY J. COYLE, 
TREASURER, VICE PRESIDENT, AND A DIRECTOR OF THE 
AMERICAN-HAWAIIAN STEAMSHIP CO. 


Mr. Morean. It is hice to see you again, Senator. 
Senator Porrrer. It is good to see you again. I tried to get you to 
testify this morning. 


i 
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Mr. Morcan. Yes, sir. I have — me Mir. Harvey J. Coyle, treas 
urer, vice president, and a director of the American Hawaiian Steam 
ship oO; l am also authorized to speak today for the American 
Steamship Association. 

Senator Porrer. We are glad to have you also, Mr. Coyle. 

Mr. Morgan. Mr. Chairman, | am George W. Morgan. I am an 
attorney at law and president of the Association of American Ship 
Owners. Our amioes 2 are at 76 Beaver Street, New York, N. Y., and at 
1317 F Street NW.., ‘in Washington. 

The obj jective of this bill is to amend section 511 of the Merchant 
Marine Act, 1936, to permit unsubsidized shipowners to m: ake volun 
tary deposits of earnings in their construction reserve funds with the 
same tax consequences that result from deposits by the subsidized 
companies in their capital and special reserve funds. 

\ similar proposal had the ene cunmumaente mn of this committee 
and of the Senate in 1951. So it is not new and it is strongly supported 
now by our association because it will facilitate forward p st for 
fleet modernization by shipowners in the domestic trades. We believe 
that the bill has the support of the entire industry ; 

Representatives of some of the shipowning companies are present 
to tell you why this bill would be so beneficial. For that reason my 
statement will be brief. 

The Maritime Administration in its December 1955 report entitled 
“A Review of the Coastwise and Intercoastal Shipping Trades” en 
dorsed the aims of this bill by making the following recommendation 


at page 46: 





ft. Amend seetion 511 of the Merchant Marine Act, 1936, as amended, so as to 
permit nonsubsidized operators to make voluntary deposits in the construction 
reserve fund with the same benefits as are now available to the subsidized 
operators under title VI. 

The interrelated operation of the capital and special reserve funds 
of subsidized ship operators under title VI of the 1936 act are complex 
and have been supplemented by a “closing agreement” in 1947 between 
the then subsidized operators and the Commissioner of Internal 
Revenue. 

Senator Porrer. What do you mean / 

Mr. Morean. There was a dispute as to whether certain deposits 
had been properly made and the dispute was settled by what they 
called the closing agreement. 

It is important to bear in mind, however, that the net effect of these 
title VI proy isions 1s tax deferment and not tax exemption. And it 
is similarly important to note that what is here proposed is also tax 
deferment and not tax exemption. 

In brief, a subsidized shipowner is permitted—or is required—under 
the aet to deposit 

(a) Depreciation reserves and sales and insurance proceeds in) 
a “capital reserve fund,” and 
(4) Earnings ina “special reserve fund.” 

Amounts de ‘posited | In a spec ial reserve fund may, with the Maritime 
Administration’s permission, be subsequently tr: insferred to the oper 
ator’s construction reserve fund. 

The tax results of deposits in these funds are important 

Amounts so deposited are deducted from taxable income for the 
year realized and are therefore not taxed for such year; 
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thereto from a special reserve fund) may be applied to the purchase of 
vessels or to the payment of mortgages on vessels. The tax basis of a 
vessel to which such amounts are applied, however, is correspondingly 


reduc ed; 

Amounts deposited in a special reserve fund (if not ransferred to 
‘al eanihi al reserve fund and then applied to new vessels) may be with- 
drawn at any time to reimburse an operator for subsequent oper ating 
losses (this is tantamount to a long-term operating loss carryback) ; 
wee 


2. Amounts deposited in a capital reserve fund (or tri ansterred 


An operator may, with the approval of the Maritime Administra- 
Pi withdraw capital and special reserve fund deposits. In such 
event, any amounts previously tax deferred are included as income 
in the year of withdrawal. (This is an important distinction from 
sec. 511 deposits, as explained more fully below, where amounts not 
duly applied to new vessels within the prescribed time limits are taxed 
not in the year of withdrawal but in the year of deposit. ) 

“Construction reserve funds” of unsubsidized ship operations under 
section 511. 

Section 511 presently authorizes unsubsidized ship operators to 
deposit insurance proceeds from the loss of vessels, and sales proceeds 
from the sales of vessels, in a “construction reserve fund.” No capital 
gain is recognized on the excess of the amount of such proceeds over 
the tax basis of a vessel lost or sold if the proceeds are applied — 
the prescribed time limits to the construction or reconstruction of : 
vessel. If not so applied, then such gains are recognized in the year 
of deposit (not in the year of withdrawal as in the case of subsidized 
lines under sec. 607). If the proceeds are duly applied to the con- 
struction and reconstruction of vessels, then the basis of such vessels 
is reduced by the amount of the capital gain so applied. 

The operation of these construction reserve funds under section 511 
is substantially the same in principle as in the case of “involuntary 
conversions” under section 1033 of the Internal Revenue Code of 1954. 

Analysis of section 511 as proposed to be amended by the bill. 

The purpose of the bill is simply to encourage new vessel const ruc- 
tion by authorizing tax deferment of earnings invested in new vessels 
in substanti: ally the same way as permitted to subsidized shipowners 
under section 607. Such applic ation of earnings results in “tax defer- 
ment,” not in “tax exemption,” because provision is made for the re- 
covery of the deferred tax by a reduction in the vessel's tax basis—and 
the resulting reduction in its de »preciation allowance. 

While the principle of the bill is essentially simple, a full under- 
standing of its necessarily technical provisions requires an analysis-— 
subdivision by subdivision—of section 511 as proposed to be amended. 
I am filing such an analysis and would appreciate having it made a 
part of the record. 

Senator Porrer. It will be made a part of the record. 

(The document referred to above is as follows :) 


ANALYSIS OF SECTION 511, MincHANT MARINE Act, 1936, AS Proposep To Bre 
AMENDED BY S. 3909 
(Prepared by Association of American Shipowners) 


In addition to the text of the bill, the following legislative material is referred 
to in this memorandum: 
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1. For sections 511 (a), (e), (f), (j), Ok), (1), (m), and (n), as amended 
(see the Merchant Marine Act, 1936, as revised to January 12, 1951 (No. 55) 
U.S. Government Printing Office : 1951) 

2. For sections 511 (b), (e). (d), (a). (hd), (i) and (0), as amended (see Pub- 
lic Law S&6 (S2d Cong... 2d sess.) ): 

o For the earlier version of amendments proposed to section 511 in 1951 (see 
Report of the Senate Cominittee on Interstate and Foreign Commerce accom 
panying S. 241 and referred to herein as “the earlier S. 241 version,” S. Rept. 295, 
S2d Cong., 1st sess.) 

4. For the later version of amendments to section 511 proposed in 1951 (see 
the “amendment, in the nature of a substitute,” to S. 241 and referred to herein as 
“the later S. 241 version’) ; and 

». For the amendments in the form in which they passed the Senate (see S 
241 in the form in which it was referred to the House Committee on Merchant 
Marine and Fisheries on August 28, 1951) 

The following is an analysis of each of the principal subsections of section 511 
as proposed to be amended : 

Subsection (a): No amendments proposed 

This subsection defines the Types of vessels to which construction reserve funds 
may be applied 
Subsection (b): No amendments proposed 
This subsection enumerates the purposes of construction reserve funds and 
ith 


lorizes deposits in such funds of 
1. proceeds from the sales of vessels ; 


ill 


2. indemnities on account of losses of vessels ; 
%. earnings from the operation of vessels ; and 
} 


receijits in the form of interest with respect 


Te wdmounts previous Vv 
deposited, 
As earnings may presently be deposited, there is no need to amend this sub 


section 


Subsection (e@): Amendments propose d 

Subsection (¢) provides that “no gain shall be recognized” in the case of sales 
or insurance proceeds deposited in a construction reserve fund 

The proposed amendment to this subsection (@) would 

loadd a new paragraph giving the same nonrecognition to deposited 
earnings: and 

2. add a new qualification to the present second paragraph (which would 
become the third paragraph) specifying the time within which earnings must 
be deposited to qualify for such nonrecognition. 

The language of the earlier S. 241 was followed, because the later S. 241 re 
tained recognition with respect to excess profits taxes which were then in effect. 
The present third paragraph would become the fourth paragraph but would other 
wise remain unchanged, 


Nuhsection (dy: Amendments propos d 
The amendments proposed to subsection (d) are the longest and teehnically 
the inost complicated of the bill. This subsection presently provides that the 


? 


tax basis of 2 vessel to which construction reserve fund deposits have been ap- 
plied shall be reduced by the portion of the funds so applied “which represents 
gain not recognized for tax purnoses under subsection (¢). 

The bill would make the following changes 

1. The present subsection would be designated clause (1) with the only 
change being the addition of the following italicized words to the above-quoted 
language: 

which represents gain, ecarnings or receipts not recognized fe 

purposes under subsection (¢).” 
The purpose of this amendment, which was derived from both the earlier and 
later S. 241 versions, is apparent and needs no explanation 
2. An entirely new clause °(2)" would be added to prevent a sbipowner from 


} 


converting a deferred income-tax liability into a capital gain liability upon a 
deposited 


earnings This clause is derived from the earlier S. 241 language, with th 


sale or other disposition of a vessel that has been acquired 





code references changed to the’ proper sections of the new 1854 code (The 
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ter S. 241 language was not propriate because it had special applicatio: 
the excess-profits tax v the effect. ) 

The rpose and effect of this clause "(2)" may be illustrated by the follow 

] CNA 

\ shipowner : SAO « deposited earnings nnd another S750.000 

if rie Ct tal te the purchase of a vessel for the geregate sum of &1.250.000. 
nd 
4h) The shipowner 6 months later sells the vessel f $1,500.00 
mount ALi Zer S81, 500, OOO 

Adiusted busis iN re wed TOO, OOO 

| eS THO, OOO 

Exe = represe ted hy Hnonrecogny l earnings md therefore taxed 
i =I rt-terl capil nl gai DOO, OOO 

Balance of excess tuxed as long-term Luil FOO, OW 

Total excess 750. 000 

Without the reduction in basis as provided in this clause “(2)" the sale would 

result simply ina long-term gain of S250.000 





is and protits” be 





)” would provide that “earn 


2 lp 
increased by the amount of deposited earnings. This is necessary to prevent 


subsequent dividends from heing treated as nontaxable capital distributions 


In addition, this clause 


when a shipowner has actual accumulated earnings and profits deposited in a 
construction reserve fund (or invested in ships) 

3. An entirely new clause “(3)” would be added to make it clear that a ship 
owner could not make deposited earnings and then claim an artificial operating 
loss deduction for that year. A hypothetical situation anticipated by this clause 
would be a case where an unsubsidized shipowner had deposited $500,000. of 
shipping enrnings in a tax yvear in which it had sustained $750,000 of losses 
from nonshipping operations. In computing taxable income for the purpose 
of taking an operating-loss deduction for such year, the shipowner would be 
obliged by this clause to apply its $500,000 of shipping earnings against its 
$750,000 of nonshipping losses so as to reduce its net operating loss deduc 
tion to $250,000 

While the principle embodied in this clause “(3)” was included in the later 
version of S. 241, the statutory language here proposed has been materially 
altered to conform to the 1954 code section governing operating-loss deductions. 


Subsection (e): Amendments proposed 

This subsection presently applies the first-in-first-out rule with respect to the 
deferment of deposited gains. The proposed amendment would amend clause 
‘(3)” specifically to refer to “earnings, or receipts” as well as to “gains.” 

This is a technical amendment following the language of both the earlier and 
later S. 241 versions. 
Subsection (f): No amendment proposed 

This subsection now excludes deposited earnings from “an accumulation of 
earnings or profits within the meaning of section 102 of the Internal Revenue 
Code.” 

If it is felt that a conforming change is necessary, then this subsection could 
be amended to refer to “section 535 of the Internal Revenue Code of 1954.” 


Subsection (g): No amendments proposed 

No amendments to subsection (g) are suggested for the reasons given below. 

Subsection (g) is a complex provision, last amended in 1952 by Public Law 
586, in which are stiputated the conditions authorizing the nonrecognition of 
deposited funds. Paragraph (1) authorizes the continued nonrecognition of 
deposited funds when expended within the time limits there prescribed 

1. for the construction or acquisition of vessels, or 
2. with the approval of the Commission for the reconstruction or recon 
ditioning of vessels. 

Present paragraph (1) purports to apply to all deposits, and if earnings are 
viven nonrecognition, then this paragraph would in its present form apply to 
deposited earnings so expended. 

Both the earlier and later versions of 8. 241 modified paragraph (1) to make 


it apply only to deposit “other than a deposit of earnings,” thal is, only to 
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deposited gains. S. 241 then went on to add a new paragraph (2) authorizing 
the application of deposited earnings to 
1. the construction of new vessels, or 
2. the acquisition, reconstruction, or reconditioning of new vessels “when 
the Commission determines by an affirmative vote of not less than three 
members that the objectives of the act will be promoted thereby 

The only substantive difference between paragrayths (1) and (2) of S. 241 
was that the Maritime Commission's approval would have been required under 
paragraph (2) in the case of deposited earnings applied to the “acquisition” of 
vessels. This small difference is hardly significant and does not seem to warrant 
the complex amendments necessary to give effect to such difference. Moreover, 
the Maritime Commission, which was then composed of five members, has since 
been superseded by the Federal Maritime Board composed of three members 
and by the Maritime Administrator who is charged with making such adminis 
trative determinations as these. 

If this small difference is not necessary, then paragraph (1) of the present 
law can be left unchanged, and it becomes unnecessary to add a new paragraph 
(2) specifically applicable to deposited earnings. Deposited earnings. as well 
as deposited gains, would then be governed by present paragraph (1), which 
seems to have all the provisions needed to safeguard the Government’s interest 

Present paragraph (2) (as distinguished from that proposed in S. 241 and 
explained above) permits the nonrecognition of deposited funds when applied 
to “the liquidation of existing or subsequently incurred purchase-money indebted 
ness” at any time within 3 vears after the date of deposit. This was added by 
the abbreviated S. 241 in 1952 (Public Law 586). 

No changes, therefore, appear to be necessary in the present language of 
subsection (q@). 


Subsection (h): No amendments proposed 
This subsection, last amended in 1952, authorizes the Maritime Administra- 
tion to grant limited extensions of the period in which section 511 deposits must 


be expended to qualify for tax deferment. 
Subsection (i): Amendments proposed 

This subsection presently provides that when deposited gains are not duly 
expended for new ship construction within the period provided, the tax defer- 
ment is lost and such gains are to be included in the gross income of the taxable 
year “in which such gain was realized.” The proposed amendments would make 
the same principle apply to deposited earnings. 

This treatment of taxing unexpended earnings in the year realized is different 
from that provided or subsidized shipowners under section 607, where the income 
is made taxable in the vear of withdrawal. Since earnings available for deposit 
might be realized in years of higher surtax profits, or of excess-profits taxes, the 
treatment proposed for deposited earnings under section 511 could prove to be 
more unfavorable than that accorded subsidized shipowners under section 607. 
Subsection (j) to (0): No amendments proposed 


These subsections would not be amended by the bill. 


Mr. Morcan. In summary, one, as we pointed out at the outset of 
this statement, the Maritime Administration in its December 1955 
report on Coastwise and Intercoastal Shipping Trades strongly rec 
ommends an amendment to section 511: 


* * * to permit nonsubsidized operators to make voluntary deposits in the 
construction reserve fund with the same benefits as are now available to the 


subsidized operators, 


2, In 1951 the Senate passed a bill which would have accorded non- 
subsidized operators tax deferment on deposited earnings applied to 
new vessel construction. 

3. The bill S. 3909 closely follows the bill passed by the Senate in 
1951 with only the following changes: 

(a) It omits the amendments subsequently enacted by Pubhie Law 


586 in 1952. 
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Senator Porrer. Which law is that? 

Mr. Morcan. Publie Law DS6. an LODY. 

Senator Porrer. I don’t recall the numbers. What is that law? 

Mr. MoreGan. It was the long-range shipping bill. 

(5) It conforms to the changes made by the Internal Revenue Code 
of 1954: and 

(«) It omits any reference to the excess profits tax law in effect in 
1951. 

+. The bill S. 3909 does not go so far as to oive “the same benefits 
as are now avatllable to the subsidized operators” in that— 

(a) It would not permit unsubsidized operators to withdraw 
their deposited earnings to reimburse themselves for subsequent 
operating losses : 

(5) it would not give unsubsidized shipowners the right, with 
Maritime Administration approval, to withdraw their funds and 
to pay taxes thereon in a lower tax year 5 and 

(c) unsubsidized shipowners would be required to commit their 
deposited earnings within 3 years in order to gain tax deferment, 
whereas ho time limit 1S prescribed for subsidized shipowners 
under section 607 

5. Provisions have been carefully made in the bill, S. 3909, to pre- 
vent an unsubsidized shipowner from avoiding an income-tax lability 
or from converting a deferred income-tax liability into a capital gains 
tax liability. 

At this point it might be interesting’ to the committee to know the 
history of those prov isions for the Governm«e nt’s protection. When 
the long-range bill was being considered, the Treasury Department 
objected to the section 511 provisions. ‘Senator Magnuson got Mr. 
Kirby, of the Treasury Department, and Mr. Pellegrini, of the com- 
mittee staff, and we asked Mr. Gerald Morgan, representing us, to sit 
dow nand assume the poli V questions to be decided: let’s take the bugs 
out of these things and put it in shape. 

These were the provisions that the Treasury Department wanted, 
ind we followed them ver\ closely in this draft. 

Senator Porrer. The Treasury Department has no objection to the 
bill? 

Mr. Morcan. I don’t know that, sir. We submit that this bill is in 
the best interests of a strong, modern, and ¢ xpanding merehant marine, 
and we urge that it have your strong and enthusiastic support. 

I recall at the time of the long-range bill the question that has been 
raised this afternoon by the representatives of the General Account- 
ing Office was raised. At the suggestion of Senator O’Conor I had 
prepared a memorandum of the very numerous respects in which tax 
benefits are objects ot public policy extended to one group that may 
be the blind, if ay be the aged, I clon’t recall them all, but it was 
i rather extensive list. With your permission, I would like to submit 
it for the record. 

Senator Porrer. The committee would be glad to have it submitted 
for the record. 

Mr. Morcan. I will supply it for the record. 

(The document referred to above Is as follows :) 








SPECIAL SITUATIONS OR SPECIAL PUbLic POLICIES 


Although the Federal income and excess profits tax laws establish a gene 
pattern for the taxation of individuals and corporations, there are many pr 
visions of such laws that provide for departure from the general pattern t 
meet some special situation or some special public need 

While it is difficult to separate these provisions into particular categories, they 
seem for the most part to fall into one or the other of the following: 

(1) Departure from the general tax pattern with respect to the year or yei 
in which income must be included for purposes of taxation 

(2) Departure from the general tax pattern with respect to exclusions fro) 
exross income or with respect to credits against net income 

(3) Departure from the general tax pattern with respect to the rate of ta 
assessed or exemption from tax 

(4) Miscellaneous departures from the general tax pattern because of some 
special circumstance 

Examples of special departures in such categories are as follows: 


IEPARTURES FROM TITLE GENERAL TAX PATTERN WITIT RESPECT TO THE YEAR OR YEARS 
IN WHICH INCOME MUST BE INCLUDED 


(a) Payment of compensation in a lump sum for services rendered over a tony 


po iod 


Where an individual works on a literary, musical, or artistic Composition or an 
Invention, for a period of 56 months or more, or performs personal services for 


a period of 86 months or more, and in either case receives his compensation al 


at one time, the Internal Revenue Code (sec. 107) permits him to spread sucl 


mpensation back over a period of 56 months instead of requiring him to i 


clude it all in the year in which he received it. This “spreading back” will usually 


have the effect of making such compensation subject to lower tax rates 


(b) Back pay 

A similar “spreading back” policy is provided in the Internal Revenue Cou 
(sec. 107) with respect to back pay. Where back pay is received in 1 year in at 
amount greater than 15 percent of the employee’s gross income for that yea 
the employee is permitted to compute the tax on the back pay as if the back pay 
had actually Leen received in the year or years in which it was earned 
(c) Accrued income of decedents 

The general tux pattern has required that when an individual dies, all of the 
income (including his right to receive income) accrued up to the date of his 
death shall be included for income-tax purposes in his last taxable year. The 
Internal Revenue Code since 1942 has provided, however, (sec. 126), that this 
accrued income may, in lieu of being put into the decedent’s last taxable year, 
be taken up and reported as income by the legatees or other persons entitled t 
it upon the decedent’s death. 


(d) Recovery of unconstitutional taves 


If a taxpayer has paid a tax on account of which he has been allowed a de 
duction in computing his income tax, and the tax so paid has later been held 
unconstitutional, the recovery of that tax, under the general tax pattern, would 
be income to the taxpayer in the year of recovery. The Internal Revenue Code 
since 1942 has permitted taxpayers to exclude the recovery from income if they 
will consent to revoke the deduction for the tax that they took in the earlier 
year, and pay the resulting deficiency. 

(e) Long-term contracts 

The income-tax regulations specifically provide (sec. 29.42—4, regulation 111) 
that amounts received under long-term building, construction, or installment 
contracts covering a period of more than a year, may be reported either in the 
year in which the contract is completed, or may be spread out ratably over the 
taxable years in which the work was performed. 

Taxpayers who had taken advantage of this provision of the regulations and 
were reporting income from long-term contracts on the “completed contract” 





1 


1The code citations refer to the Internal 
Revenue Code of 1954 


Revenue Code of 1939 and not to the Interual 
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basis were given the option, When the excess-profits tax was enacted, to go bae 
to the “percentage of Compietion” basis so that all of the profit from a long-term 


contract would not have to be reported in a single excess-profits tax year (see 


736). 
(f) Excess-profits tar relief 

The excess-profits tax in effect from 1940 through 1945 contained general pro 
721-722) designed to soften the effect of the annual accounting 
period method of reporting income for tax purposes 


Visions (secs 


DEPARTURES FROM riil GENERAI Cao PATTERN WITH RESPEC rO EXCLUSIONS 
AND DEDUCTIONS FROM GROSS INCOMI AND WITH RESPEC! hO CREDITS AGAINS{|I 
NET INCOMI 


; 


(1) The percentag de pletion 


Taxpayers engaged in certain natural resources industries are entitled to a 
deduction for depletion in terms of a specified percentage of the gross and net 
income from the property (sec. 114) This depletion allowance continues after 
the cost basis of the property has been depleted in full 


(b) Ineome from sources within POSSESSIONS OF the United States 


Income from sources within possessions of the United States are completely 
excludable from the taxable income of American citizens or corporations il 
such income from sources within possessions represents for a 3-year period SU 
percent of their gross income, and if at least 50 percent of their gross income is 


derived from a trade or business in such possession 
(ec) Rental value of minister’s house 


Where a minister is furnished a house and appurtenances as part of his com 
pensation, he is not required to include the rental value of such house and ap 


»* 


purtenances in his income (sec. 22 (b) (6) ). 


(d) China Trade Act corporations 

A corporation organized under the China Trade Act of 1922 is allowed a credit 
against its net income derived from sources within China. Such credit is fixed 
at an amount equal to the ratio that the par value of the corporation’s stock 
owned by persons residing in the United States or China and citizens of the 
United States or China bears to the total par value of all its stock (secs. 261-265). 
In addition dividends on the stock of corporations organized under the China 
Trade Act are excluded from the taxable income of American citizens residing 
in China (sec. 116 (b)). 
(e) Discharge of indebtedness of railroads 

The 1942 Revenue Act authorizes a railroad to exclude any of its income at 
tributable to the modification or cancellation of its indebtedness by a court order 
in bankruptcy or in receivership proceedings. Moreover, the basis of the rail- 
road's property is not thereby reduced. This privilege was made retroactive 
to January 1, 1940, and after two extensions now continues until December 31 
1950 (see. BZ (b) (10)). 


(f) Public utilities preferred dividends 

Public utilities are entitled to take a credit for dividends paid on their pre- 
ferred stock, if such stock was issued prior to October 1942, or if it was later 
issued to refund or replace such stock. The term “public utilities” here includes 
electric, gas, telephone, and water companies (sec. 26 (h) ). 


(g) Bank holding companies 


Corporations, associations, or trust companies holding the controlling stock 
interest in a national bank are required by section 5144 of the Revised Statutes 
(12 U. S. C., sec. 61) to acquire readily marketable securities in amounts equal 
to 12 percent of the par value of the bank stock they control. To facilitate this 
acquisition, such bank holding companies are allowed credit in computing their 
income for all earnings which they devote to the acquisition of such marketable 
securities (sec. 26 (d)). 


(h) Preferred stock dividends on banks and insurance companies 


Roenks and insurance companies may deduct from their gross income the 
amount of preferred stock dividends paid with respect to shares in their stock 
owned by the United States. 
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(i) Regqulh / wuest cul OMLPUHLES 
Regulated investment companies (which were exempt from excess-pr 
taxes) may deduct the dividends paid to their stockholders provided that 90 


percent of their income is so distributed (361-2 Supplement Q) 
(7) / IT C-LWSUPAINCE COMPA XN 


Until 1921 life-insurance companies were required to include their preminu 
receipts in their taxable income. “The plan upon which life-insurance con 
panies are taxed, first enacted in 1921 and now embodied in the code, is quite 
different from the basis upon which other corporations and other insuran 
colupanies are taxed” (Merton, the Law of Federal Taxat 

In 1942 the code was amended to allow a “reserve and other policy liability 
credit,” which is computed by a complicated formula under which insurance 
companies have since largely escaped all income taxes. A bill is now pending 
Which would retroactively impose a tax on many insurance Companies for some 


ion, see, 44.25) 


years back (sec. 201 et seq.) 


(k) Special credit for the blind 
Versons Who are blind are allowed a special credit: of S600 against their net 


income 


id) Npecidaed cre lit for ndividuals Go or ove) 


An individual who has attained the age of 65 is allowed a special credit of 
$600 in addition to the credits and exemptions allowed to individuals generally 


(ney Cost of living allowances of United States Government employees 


Government employees stationed outside the continental United States who 
receive special cost of living allowances as part of their compensation do not 
have to include such cost of living allowances as part of their gross income (se 
116 (j)) 

n) Rmployer contributions to pension trusts established for employees 

Where, as part of an employee’s compensation, the employer is obligated 
make payments on account of the employee into a pension trust established 


their benefit, such payment does not have to be included by the employee 
part of his gross income (sec. 165). 


DEPARTURE FROM GENERAL TAX PATTERN WITH RESPECT TO THE RATE OF TAX ASSESSED 


(a) Western ilemisphere trade corporations 

A “Western Hemisphere trade corporation” is exempt from surtax incom 
taxes. Such a corporation must do all its business in the Western Hemisphere ; 
95 pereent of its income in the previous 8 years must have been derived from 
sources outside the United States; and 90 percent of its income from suc! 
sources must have been derived from the active conduct of a trade or business 
(sec. 109). 


(b) Corporations mining strategic minerals 
In the case of corporations that were engaged in mining strategie minerals 


during the war the portion of their income that was derived from such opera 
tions was exempt from excess profits tax (see. 731). 
(c) Nontarable bonus income from mineral and timber operations 

In the case of corporations that were engaged during the war in mining o: 
timber operations, and were paid by the United States a bonus for productior 


in excess of a specified quota, such bonus was excluded from the excess profits 
tax (see. 735 (¢) ). 


(d) Special excess profits tax provisions relating to minerals, natural gas, and 
timber 
Certain portions of the excess profits of corporations that were engaged in 
mining, natural gas, or timber operations during the war were exempted from 
the excess profits tax (sec. 7385). This exemption appeared to be based on the 
percentage which the wartime output bore to the total recoverable units, so 
that if a mineral property were completely exhausted because of wartime re 
quirements, the income from the wartime output would not all be subject to excess 
profits tax. 
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e) Personal service corporations 
Personal Service corporations were exempt from the excess profits tax if their 
shareholders agreed to report all of the income of the corporation in their own 
ual returns, whether the income was actually distributed or not (sec, 725) 


EXEMPTION FROM TAX 


Phe Internal Revenue Code contains a number of exemptions from tax that 
can be justitied only on the basis of some special public polices Thus farmers’ 
cooperatives are exempt by section 101 (12) and (135) Building and loan as 


sociations, Federal savings and loan associations, and mutual savings banks are 
likewise exempt (sec. 101). Mutual insurance companies (other than life or 
marine) are exempt if their gross income from interest, dividends, rents, and 
premiums does not exceed $75,000 (see. 101 (11) ) An exemption is granted 
benevolent life-insurance associations of purely local character, and mutual ditch 
or irrigation companies and mutual or cooperative telephone companies and like 
organizations (see. 101 ( 10) a. 


MISCELLANEOUS DEPARTURES 


(a) Consolidated returns 


Section 141 of the Internal Revenue Code permits an affiliated group of cor 
to file a single return for the group. This has the effect of permitting 
the income of one corporation of the group to be offset by the losses of another 


( orporation. 


porations 


(b) Limitation of tar on sale of oil or gas property 

Section 105 of the Internal Revenne Code contains a provision limiting to 

percent of the sales price the tax on the sale of an oil or gas property whost 
principal value is attributable to discovery and exploration. 

Senator Porrer. Does counsel have any questions ¢ 

Mr. Luckey. One or two. 

What happened to the bill in 1951, that was a by the Senate ? 
Did Congress adjourn before any action was taken / 

Mr. Morcan. It was finally enacted in 1952, after extensive changes 
hy the House 

Senator Porrer. And these provisions 

Mr. Morgan. House and the conference committee. And the provi 

ons eranting tax deferment to unsubsidized companies for deposited 
earnings were eliminated. 

Mr. Luckey. Referring to your statement on page 6, subsection C, 
you state that, “Unsubsidized shipowne rs would be required to commit 
their deposit of earnings within 3 years in order to gain tax defer- 
ment.” Isthatan existing law / 

Mr. Morgan. That is an existing law, that’s right. And also I 
should perhaps add, it would be more complete if I said there is a pos 
sibility, with the approval of the Maritime Commission, for a 2-year 
extension. Soit might be 5 years. 

Mr. Luckry. That is what I was going to ask you. Asa practical 
matter, would your people be able to deposit—say this were enacted 
into law woule | your people be able to deposit enough within a 3- 

vear period to permit them to make application of the funds, where if 
it ran over to a 4- year period they would lose the first year’s deposit 

» that you would get a steady 3-year bridge, but in theory you might 
not get enough money to build or start building. 

Mr. Morean. I think that is a practical question that perhaps can 
be better answered by Mr. Coyle or one of the other industry operating 
vitnesses who are here. 

Mr. Luckey. I will defer the question to Mr. Coyle. 
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Senator Porrer. Mr. ¢ ‘ovle, would vou care to comunent on it now 

Mir. Coyvie. I tha k the shipbuilding program, at least that cor 
sidered by the Aimerican-Hawaiian, which will amount to approxi 
mately $200 million, is so great that I don’t see how they can possibly 
get enough earnings into the fund to pay off any sizable part of that 
in a short pel 1od of time. 

Also. there has been some question as to this tax deferment being a 
subsidy, and that the taxes are not paid, That presupposes that a 
Ipownel would never look for return on his money, that he would b 
scrapping ships as he paid for the old ones and building a new fleet 
as soon as he could with earnines. It is unthinkable to me that any 
hipowner or any businessman would want to have any part of a busi 
ness that never ¢ xpected to havea return on its Investment. 

Phe pel od of commitment here is 3 year's, with a possible addi 
tiohal w. 


I would like to give, if Timay, at this point, an example of how this 
thine could work. Let’s assume a shipowne r builds a ship for $10 mil- 
lion and makes a downpayment of 1214 percent, or $1,250,000, and has a 

tyage of S8.750.000, Let's assume a 20-vear life of the ship and 
ets assume for easy calculation a 5 percent tax rate fora period 
ZU vears, the life of the ship. Let's also asstiime that Use the 10 per 
cent of Capiti al emplo ved formula an owner should receive at least 
that much. On that basis the protit each yeal would be $1 millon 
after depreciat ion. ANd S100, 960 betore depreciation. 

If the shipownel were to pul the depreciat! on money in the con 
struction reserve fund, and apply that money to the liquidation of the 
morteage, and retain SL million of earnings for general fund purposes, 
he would pay 8500,000 of taxes each vear for a 20-year period. So 
that at the end of 20 years he would have a 320 million profit and a 
S10 million tax bill paid. 

In addition, by i pplving (he mortgage money to the SS. 00000 of 
mortoage, he Liquide lates that mortgage in 1714 vears. So that in the 


last 216 years of « per: ation the ce preciation money would also become 
subject to tuNxes, 
There would be, therefore, S500.000 a vear for 246 years, or 81.250, 


GOO subject toa additional 8625,000 of taxe 

The quest) on Might he raised, suppose the owner continues to put 
tll of his earnings into the construction reserve fund to liquidate the 
mortgage. If he does that and accelerates liquidation of the mortgage 
t means that his ship is paid for that much sooner, and taxes are Inn) 
posed that much sooner on the entire earnings of the ship, ineludi 
the depreciation money, bec: aus the re is ho deduction or allowa hee 
for depreciation under this bill. 

So I don’t know how there could be cancellation of taxes. If the 
ships do not make money the owner would not have any taxes in any 
event, whether he put the money in here or not. All it does is give 
the unsubsidized lines a lift to get started on a new shipbuilding 
program, which 1s so sore ‘ly need led toc: ay, We have tried ever ythin go 
in American-Hawaiian, alternating ports of call, cargo containers, 
every possible way of making it go. In 1955 we had te suspend our 
service temporarily to save our resources. We suspended our service 
temporarily to save our resources. We suspended at a time when 
ships were practically falling down; we could not make both ends 
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meet, notwithstandn 2 a co} tribution from offshore O} perations. We 
lost over $4 million in the period of 7 or 8 years prior to 1953. 

Luickenbach lost over $4 million. The Maritime Commission lost 
something like S21 million on a private operation basis. The record 
shows some $9 million, but did not include insurance, hull insurance, 
repairs, cargo, and a lot of cargo handling expenses. When you put 
it on a private basis the Maritime Commission itself lost about $21 
million trying to rehabilitate the entire coastal trade with the con- 
ventional type ships. 

We are embarking on a program which we hope will be successful. 
If it is successful, and if it makes money, the additional tonnage 
that can be build with these taxes-deferred earnings we feel will 
more than compensate any loss of the use of money which the General 
Ace ounting Office is op posing. 

They say that tax money should be paid now, and that if they don’t 
vet it they are losing the use of money. But if you can build more 
ships, if you can build 2 ships instead of 1 and make money with 

2 ships, then the ten asury Department will get more taxes, there will 
he more seamen employed, it _ create employment, and I think the 
overall general economy will be benefited by this program. ‘The loss 
of the use of this money is a minor consideration when we look at the 
long-range view of the shipbuilding program we are considering now. 

Mr. Luckey. Mr. Coyle, under the provisions of the bill do you 
interpret it to mean, in the example you used, where a company made 
$1,500,000 in the course of 1 year, by using the word “earnings” do 
you feel that they mean the entire $1500, OO or merely the depreciable 
part of it? 

Mr. Covir. The $1,500,000 that I referred to would be the amount 
we would have to pay taxes on if we did not deposit those earnings 
in the fund. 

The million dollars of earnings that I referred to would be after 
depreciation and assuming 5 percent depreciation on $500,000. If 
we put the $500,000 depreciation money into the fund to liquidate 
the mortgage and paid taxes on a million dollars we would pay 
exactly the same amount of taxes in 20 years as an owner who did 
not use construction reserve funds. 

Mr. Luckey. Do you interpret this fund to permit you to do that? 
Or do you interpret it to compel » vou, if you are going ‘to deposit your 
earnings, to put all of vour earnings, not just the part that vou are 
depreciating ¢ 

Mr. Corte. I feel sure that the Maritime Administration and the 
Treasury will have regulations that will restrict the amount of earn- 
ings that may be put into the fund. In other words, there will have 
to be a program, commitments. For example, if you have a commit 
ment for a certain amount of ships and the money in the fund more than 
covers that commitment, there is a question then of whether you will 
be allowed to deposit any additional earnings in the fund, without 
knowing what it is going to be used for. I think the earnings in the 
fund will have to be looked at and viewed in the light of what are the 
commitments for new ship building, what is the indebtedness on the 
ship. We think it is to the interest of the Government to reduce that 
indebtedness, and the industry to reduce the interest on that debt. 

Mr. Luckry. What is the policy as far as subsidized shipowners 
are concerned today? Do they have to deposit all their earnings ? 
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Mr. Coyne. They are required under their subsidy agreement to 
deposit all earnings in excess of 10 percent of the capital necessarily 
employed. That is for recapture purposes. At the end of the 1 
contract or im some cases the 20) year period, the Government looks 
at the period and savs “Tow mue h did you e@& arn?” To the extent that 
they earned the amount of the subs idly. the operating subsidy, all of 
this must be returned. And they are allowed to retain 50 percent of 


the balance. 

Mr. Luckry. That is usually contained in the contract 4 

Mr. Corte. Yes. That is aside from the tax deferment privileges 
under 607. 

Mr. Luckey. In the drafting of this legislation, what did vou have 
In mind in drafting on that particular point 

Mr. Coyne. On what point ¢ 

Mr. Luckey. The interpretation of the word “earnings” here. 

Mr. Morgan. May I answer that because I think I had more to do 
with the drafting than Mr. Coyle did. 

Mr. Luckry. Y« , 

Mr. Morean. The answer is that 1f was not intended that it would 
be all, but that the operator could deposit a part of his earnings and 
retain a part and pay the taxes on it. 

Mr. Luckey. It would be up to the operator to determine how 
much he wanted to pul in and how much he wanted to keep and pay 
his taxes. 

Mr. Morcan. Yes. 

Mr. Luckry. You mentioned this 3-year limitation that is in exist 
ing law and the fact that there might be a 2-year extension. Whe 
isthat in the bill 4 

Mr. Morean. It isn’t in the bill. It is in the existing law. Itisina 
section that is not amended. 

Mr. Luckey. [t isinthe unamended section ¢ 

Mr. MorcGan. Yes. 

Mr. Luckry. Would 5 years still be enough under your program / 
In the ex: unple vou use, where you were putting a half-million dollars 
depreciation into this fund, and with your downpayment on the ship 
would be $214 million, that would be a figure that just works out 
right for a d-vear period. Do you follow me? 

Mr. Coyne. The downpayment would be $1,250,000; 1214 percent. 

Mr. Luckry. What I was getting at was this, if I understand this 
law correctly: Say you got an extension up to 5 years and you put X 
amount of money in the first year and X amount the second year. 
In the third year, a bad year, you did not make much money and you 
kept the earnings. The fourth year was another good year. Coupled 
Ww ith the first 2 good years, you had, you would have e ough for a down 
payment on the ship or mortgages. But if you could not get over to 
the fourth year, would the first vear go out the window so that you 
would have your second year, none in your third year, and the fourth 
year, and still be short ? 

Mr. Morean. It could work that way. But I think that the owners 
believe that the 3-., and possible 2-vear extension period, is enough for 
a start. They can make their commitments. Their commitments 
then extend the period, you see. 

We tried not to be overreaching on this thing. We followed 
closely as we could the bill that has been passed, that has been thor 
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OULDIY Cons dered and that has bee) passed, We felt we were 
sounder ground in that way. 
senator POTTER. If legislation ott! ~ kind should be enucted, W 
} og 
Mr. Mi RGAN. Mr. ( O\ le has told of lus COMpany s 
Mr. Corie. It is pi vetically nipossible tO get private financing 


t +] ] i . , : : 
is the outlook for private fina ne of the shipbuilding progrann ? 


without Government morteuge Insurance. No bank or insurance com 


panies Want any part of sh pbutldme lonns because it has beer i 
hazardous business historically, it has been cyclical in hature, it has 
Its ups and downs, and it Is only through (government assistance I 
beheve that financing is possibie. 


Senator Porrer. Thank you very much. 


STATEMENT OF HARVEY J. COYLE, TREASURER, VICE PRESIDENT, 
AND A DIRECTOR OF THE AMERICAN-HAWAIIAN STEAMSHIP 
CO., ACCOMPANIED BY GEORGE MORGAN, PRESIDENT, ASSOCIA- 
TION OF AMERICAN SHIP OWNERS 


Mr. Corie. Mr. Chairman, do vou want me to read my stateme 
or Incorporate 1t 1n the record ¢ 

Senator Porrer. We will orporate it in the record. 

(The statement of Mr. ¢ O\ le tollows:) 


TESTIMONY oF H. J. Coy 


My name is H. J. Coyle, vice president, treasurer, and a director of American- 
Hawaiian Steamship Co I have been with American-Hawaiian for over 
ears, principally in the accounting and finance departments of the Colapuiny 

The burden of the legislation proposed under S. 5909 is to encourage new 


vessel construction in the rehabilitation of our domestic merchant marine. I 
am not going to burden the record with details of the plight of the intercoastal 
trade and the losses sustained by the Owners and operators therein. That is 


itter of record both in the Maritime Administration and in the Inters 
(‘ommerce Commission. However, it would be helpful, I believe, to cite brietty 
and in summary, the substantial losses incurred both by industry and the G 
ernment in its efforts to rehabilitate the intercoastal trade with convent 
types of ships. 

ivuring World War II, traffic, formerly moving via intercoastal steamers, was 
diverted to overland modes of transportation. Recognizing that the reorienta 
on of this traffic would be a costly process for the intercoastal lines whos: 
rade had been destroyed during the war, the Government undertook 
establish the service using Government-owned war-builft ships, employing 
former intercoastal lines as Government agents. This operation began in 1945 
ind’ discontinued in the fall of 1947. Data introduced by the Maritime 
mission in ICC dockets 29663, 29664, and 29708 shows net losses to the Govern 
nent on its intercoastal agency operations from December 1945 through Jannary 
1947 of over $9 miilion, which when adjusted to reflect the full costs of privat 
operations, exceeded $21 million 

During the period 1948 through 1953, the year when American-Hawaiia 
temporarily suspended its intercoastal operations, the company had a SS 
from shipping operations of $4,223,916. During that 6-year period, American 
Hawaiian carried a total of 2.811.015 tons of freight, had revenue of S72.266,227, 
and the loss of $4,253,916 was equivalent to $1.51 per ton for every ton of cargo 
carried. 

lburing the period 1948 through 1955, according to statistics published by the 
Interstate Commerce Commission, Luckenbach Steamship Co., Inc., suffered 
net loss of $4,338,218. During that 8-year period, Luckenbach handled a tota 
of 6,730,102 tons of freight, had revenue of $185.416,529, and the loss of $4,338,218 
was equivalent to 64.4 cents per ton for every ton of cargo handled by them 

Waterman Steamship Corp., through its Arrow Line division, incurred losses 
of $2.245,784.14 for the 8-year period 1947-54 
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1951, the Federal Maritime Board, in its docket No. M-14, 3 FMB 476, 481 
ug of American-Hawaiian said: 
‘he company has been reducing overhead since 1947; and although freight 
tes since 1958 have gone up 120 percent per ton, cargo handling takes 50 per 
ent of the revenue. The company is studying new methods of handling care 
nd in this connection has acquired a number of cargo containers of different 
vies and sizes from 140 to 800 to 1.000 cubie feet each, the use of which o1 
xe scale would involve a new design of ship with more suitable handlii 
weir, larger hatches, and other feature improvements. The company has sy 
“v.00 on cargo containers. It now has 112 on hand and & on order Most of 
»made of steel, some aluminum, and some are a combination of plywood 
num, and steel. The most cargo carried in containers on any voyvag 
“) tons. The company, it was testified, had designs on paper for a cal 
ner ship, but there are no early prospects of constructiol 
years earlier, the Maritime Commission had also noted Ameri 





an activity addressed to the reduction of cargo handling costs In do 
No. M—2, 3 USMC &89, 392, decided in 1949, the Commission said: 
“American-Ilawaiiun contends that every effort heing made bv the 
t Its ts, that rates are about as high as th be Caines 
= fhe, it I ‘ ! i] 1 ( ) 
() 1M t t oO vht ‘ hye { i * le 
ic ( e OF el Ss fo! \ reight ! ! S ve \ 
ue al ¢ t I handling cost } ad ! or tl omy 
=e ed on the) h } ( prog SE iff ent to i ‘ 
‘ mstry other chat eristies e1 
Wwe ( ( ( mee | ( ver ~ } l i ( l | 
hi f nV eX ne ss he ; f 
‘ u I \ t t} 
to | { ¢ 
i ! { 
\I { ‘ . \ 
( \ ( mrs | ‘ ! 
‘ res 
f ' \y 1] de 
1 ) i ) th li-? 
g | l ‘ ‘ rsaile 2 
rt ty} ti ST | \ 
! . ended t XI he 
Let of 1a }) ! oly expel © of prox 
Sed | In der to pursue this } raw ) hipbuildin I tg ell 
\K t solution \ddit \ $ eded as recomme 
i ed States Department of Cor e, Mar e Admit 
hn of Dec 1955 entitled Revie f the ist ( nd Inte 
_ 1] Prsacle In that re i | \l time \dminist to? 
ended that section 511 of the M int Marine A f 1936 mende ) 
hermit nonsubsized operators to make voluntary deposits in the cor 
e fund with the same benefit is ure a ilable to t] ubsidize 
eV We need this legislation to enable us to b our new fleet 
legislation proposed under S. 3909 is neither subsidy nor tax exemption 
mply a tax deferment on earnings that wonld allow the nonsubsid 1 
( to invest a grenter amount of bis Vii capil il in new constru ol For 
rhe let us a ume that a nonsubsidized owner had earnings of S1 mi 
before Federal income taxes of 52 percent Inder present |: only 48 perce 
r $480.000. is available after taxes for investment in new constructior Under 
e proposed legislation the entire S81 mill would be available | 1 
nd assuming profitable employment of the ship, the entire Sl million would be 
suhject to Federal tuxes Meanwhile, the proposed legislation would enable 
build a fleet ade quate to meet the needs of the shipping publ 
As n result of World War IT. we lost 22 of our 32 oceangoing vessels Someé 
f these were war casualties and others were requisitioned by the Governme 
Phe indemnities received by us, or to be received, based on court awards, are 
wholly inadequate for a vessel replacement program at present day ost f 


nstruction. Nonsubsidized owners receive neither construction nor operat 


heidies and are without any 1 in rebuilding. As previously testifled the 
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proposed legislation is not a tax exemption, but merely a tax deferment of 
earnings Invested In new construction, and taxes eventually must be paid out of 
the earnings of the ship. Such tux deferment aid is presently allowed to subsi 
dized operators under title VI of the Merchant Marine Act of 1936, and is aside 
from construction and operating subsidies We feel there should be no tax 
discrimination as between the nonsubsidized owners and the subsidized owners. 

The aid sought is to encourage private capital and private industry to build 
ships, particularly in the domestic trade, which has been fraught with losses 
fur many years and which has deteriorated drastically. It facilitates an orderly 


replacement at a time wheu present-day building costs are far beyond anything 
contemplated when we were operating in the domestic trade with our prewar 
fleet. 

The domestic trade faces a very serious replacement problem. ‘The conven- 
tional type of ship operating intercoastally is obsolete. The tax deferment sought 
in the proposed legislation will encourage new construction so vital to the industry. 
The taxes that would be temporarily deferred at the time earnings are deposited 
in construction reserve funds are not lost to the Government because the invest- 
ment represented by such earnings would not be subject to any allowance for 
depreciation for tax purposes. 

The immediate goal is to get the shipbuilding program underway. We need this 
legislation to do that. Without such a program, it is difficult to see how the 
policy of Congress as declared in the 1936 act, can be furthered 

It is hoped the Congress will take immediate steps to adopt this legislation 
which has been recommended by the Maritime Administration in its review of 
the coastwise and intercoastal shipping trades. 

We strongly urge this committee to act favorably on S. 3909, to encourage 
rehabilitation of the domestic trade, to encourage the building of ships so vital to 
national defense, and to afford some tax equality as between the nonsubsidized 
lines and the subsidized lines in the industry. 

Again, I would like to say that we desperately need this legislation at this 
session of Congress. 


Senator Porrer. Anybody representing the American tramp-ship 
owners £ 

(No response. ) 

Senator Porrer. Mr. Shapiro? Will you identify yourself and your 


colleague / 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC., ACCOMPANIED BY WIL- 
LIAM H. TRAUTH, MANAGER, WASHINGTON OFFICE OF THE 
ALCOA STEAMSHIP CO. 


Mr. Suaprro. I am Alvin Shapiro. I am vice president of the 
American Merchant Marine Institute. This is Mr. William H. 
Trauth, Washington manager of the Alcoa Steamship Co. 

Senator Porrer. We are delighted to have both of you appear. 

Mr. Suaptro. Our organization represents 55 American steamship 
companies. Our members are of both the subsidized and nonsubsidized 
category, operating vessels of all types into and out of United States 
ports on all three coasts in our domestic and foreign trades. Our 
organization strongly supports S. 3909, under consideration today, and 
urges its enactment. 

We believe that a full understanding of the real problem of S. 3909 
and the urgent need for it involves consideration of the following basic 
background facts: 

1. Vessel owners worldwide are faced with replacement problems 
involving capital expenditures far in excess of what could have been 
anticipated several years back. However, in no country is the problem 
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more severe than in the U nited states, where an overwhe Iming propor- 
tion of the present fleet was purchased under the Merchant Ship Sales 
Act of 1946 at pee reduced from the even then existing construe 


tion cost level. Ad litionally, building costs in this country are, as 
known to you, virtually tw ice those : on al 
9. We len) iow of no national fleet under LV One flag facing the rela 


tively immediate re placement problem fa wed by American shipown- 
ers. Hight out of every ten of our ships are war built and well past 
the prime of their economic life. If they are to be replaced, serious 
financial problems must be solved. This bill provides a valuable 
tool in the solution of that problem. Moreover, we think there Pv 
no question that our national policy vy, as constantly reiterated by the 
Congress, guided by this committee, calls for the re pi wement of our 
present ships and even the augmentation of presently available bot- 
toms. ‘This is necessary not only for the commercial purposes served 
by our vessels but for the national defense implications of our fleet 

which, only in the last few days, was reported by the Defense and 
Commerce Departments as being seriously deficient for mobilization 
pur poses. 

This bill aims at assisting owners of nonsubsidized vessels in 
fashion basically similar to the assistance provided subsidized vessel 
owners. Some of the nonsubsidized operators operate in the foreign 
trade wherein construction-differential subsidies may be available to 
help offset some of the capital amassment problems involved in vessel 
replacement. Many others, however, operate in the domestic trades 
where construction-differential subsidy assistance is not available. 
There is the greatest possible need for assistance to fleets operating 
in this latter area, now reduced to half of their prewar size. 

Senator Porrer. And, of course, you are also prohibited from buying 
outside. 

Mr. Suaptro. Absolutely. 

You have already heard—I shall therefore not take the subcom- 
mittee’s time to deal with the many technical provisions of this bill. 
At present, nonsubsidized operators may deposit in their reserve 
funds proceeds from the loss of vessels and proceeds from the sale of 
vessels. No capital gain is recognized on the excess of the amount 
of such proceeds over - the tax basis of the lost or sold vessel if within 
the prescribed and limited time such funds are used for the construe 
tion or reconstruction of a vessel. If so used, the newly constructed 
or reconstructed vessel is reduced in tax basis by the amount of the 
gain so applied. If not so used, the so-called gains are taxable as of 
the year deposited 1 in the fund. S. 3909 would allow earnings (as 
well as grains from sale or loss of vessels) to be deposited in these 
funds and to be treated as tax-deferred if used for new vessel con- 
struction or modernization. 

We know that this committee has, in the course of the last several 
years, been accurately informed of the difficulties of attracting outside 


private capital into the shipping industry. At the same time, how- 
ever, our present maritime policy is to promote the finar on of new 
vessels from private rather than governmental sources, Under these 


circumstances, perhaps the most attractive procedure would be to 
promote capital investment in its own plant and equipment by the 
shipping company itself. This would clearly be a process which 
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would allow nonsubsidized shipping companies to perpetuate them 
selves in the most healthy possible fashion. 
Phe proposal before ve u had its origin sl ortly after the war, when 
problems it is designed to meet became readily apparent. At that 
ne there was introduced basic similar legislation. That legislation, 
hile agreed to in broad principle, was discussed at great leneth and 
particular emphasis was placed In certain quarters on the potential 
evasion of tax linbilitv throueh the use of the reserve fund I am now 
Lddressing miy self to consideration of the leoislation of this type Be 
1947 and 1948, rather than 1951, when this bas “sully similar law was 
» sed by the Senate. It appeals To us that S. 3909, before vou, avoids 


earlier potential pitfalls by clearly preventing any possible tax Wind- 
fall Phis is confirmed to me by the testimony of the GAO which, if 


f recall correctly, in 1947 and 1948 called very sei ous attention to the 


potential tax windfalls. They did not address themselves to this bill 
as pres Nth | ohtened up so as not to allow that. S. vvUY is replete 
wilt equity. Ln revarad to the use of construction reserve funds, its 
sole purpose is to put noi ubsidized operators 1 approximately the 
ame position as subsidized operators as to tax treatment. Secondly, 


hohe of t] e benefit which may be dei ved Dv the use ot these funds by 


a nonsubsidized operator can accrue to him through madirection. he 
7 tance 1s rein ony nsotar as tunded moneys are u re for the con- 
cTty ( 7? 1] | ) lar yar { \ seca] ‘ ‘oO ‘olla f 

{ ( wqu t10oh, or moqceri t10On OT Ve eis, a process Calling 


= 


for an expenditure of over S4 for every $s 


J 


than 10 years 
‘ } ] } 1 : » 
Ss. oJ0) would enapie this step to be taken to the great benefit 


‘tly and indireetly) of the American economy and ot overwhelm- 


r signilicance to our national defense. It leads to no long-run, out 
cket cost to the Government. ‘4 ‘reis no “giving” onthe part of 
(rove eC] except 1nsoi it 1" pre ited by “cettinge” feom 
p operator 
We earnestly hope S. 3909 will receive your favorable consideration. 
If [mav. L would hh eTO itroduce to thie subcommittee My Willis 


ne I) wth, of \leoa Steam 1) D ¢ ‘o.. Who would like to makea few brief 


Senator Porrer. Mr. Shapiro, are you familiar with the tax laws in 
Canada / [ believe t] ey can write off a third each vear over a 3 year 
period—I mav be wrong—of ship constructior \m I correct 
Mr. Suarmo. I don’t know the particular situation in Canada at 
this moment—I do know that virtually every maritime country in the 
world—Sweden taking the lead—allowed the writeot! of assets in 1 
year; thereafter the situation got rather complicated and in Great 
Br tain there was ad year allowance. Immediately, you could write 


off in 1 vear earnings over a 5-vear period. 


! would say that bv and large the writing off or depreciating practice 


© &s 
4 


of this country is probably most severe. 

Senator Porrrer. I think Mr. Coyle has some information on that. 

Mr. Coytr. In the United Kingdom they allow 40-percent writeott 
in the first year of new construction, with an indefinite carry-forward. 

Senator Porrer. You can carry it forward the following year? 

Mr. Corte. Yes, sir: indefinitely, until it is used up. There is no 
limit on it. Most of the foreign countries have similar tax benefits 
for shipbuilding purposes. 

Senator Porrrer. I know we are experiencing a real problem on the 
Great Lakes because of the tax benefit the Canadian Government 
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gives their shipowners, where they can go out and purchase their ships 
and have the writeotf. It seems to me it is through a 3-year period. 
I know it is a great tax advantage which allows them to modernize 
their fleet, for our operators are against a real problem. Unless I a 
mistaken, this bill also apphes to the Great Lak 

Mr. Trauru. I am not sure. 

Mr. Snapiro. Iam not certain. Perhaps somebody else can answer 
that. 

Senator Porrer. If it doesn’t, we will look into it. 

Mr. Suariro. What you say is perfectly true, Senator. Depr 
tion or liberalization polici les financially of Canada and of other com 
tries are much greater than ours. And, of course, that is a liberaliza 
tion from a cost basis which is basically much lower than ours. So, 
relatively speaking, their lheaaeaine is tremendous, much more so 
than this particular piece of leoislation establishes. 


STATEMENT OF WILLIAM H. TRAUTH, MANAGER, WASHINGTON 
OFFICE OF THE ALCOA STEAMSHIP CO. 


Mr. Travru. Mr. Chairman, I appreciate the opportunity of filing 
a brief statement here on S. 3909. Tam not gome into any technical 
aspects. As |] previously stated, mV lame Is William Hl. Trauth. 
lf am manager of the Washington ollice of the Aleoa Steamship Co. 

My remarks at this time are based on the firm belief of our or@aniza 
tion that S. 3909 is a bill of great merit and deserving of favorable 
consideration by this subeommittee. 

We believe, moreover, that our views are typical of those which 
could and may be expressed by a large number of American-flag pert 
tors servicing the forelen urs ade of the United States without benefit of 
operating diflerential su bsidy ald. 

Fundamentally, we feel that American exporters and importers are 
concerned with mamtaininge adequate American flag service of the 
highest possible caliber. ‘To help meet this demand, our organization 
operates 10 C—1-type vessels and 3 C-2 type vessels and 3 passenger 
vessels. You might make a note in the copies that I have there thet 
there is no reference to the fact that these vessels are \ ictory “combi 
nation cargo.” We show them as 3 passenger vessels. They are 
operated in regularly scheduled liner service between United States 
ports and ports in and around the Caribbean. 

Further, for nilitary auxiliary purposes In case of an emergency, 


we believe no fundame ntal distine tion exists as to the utility of sub 


k iJ 
sidized versus nonsubsidized vessels, AJ] will be called upon to serve 
in the national interest. 

Sinee from either a commercial or defense point of view, vessels 
liner service are fundamentally of equal utility, we believe nonsub 
sidized lines should be provided with the same basie reserve fund 


assistance as are subsidized lines. This would enable the setting aside 
on a tax-deferred basis, of earnings as well as gains from vessel sales 
or ship losses for ship replacement. 

Like Aleoa, a sub Sti anti: al ht ie ) iy of nonsub tized 1 er operators 
have long been in existence with established customer relations bot] 
in this COUNTY) and abroad. We anone others Want and intend to 
remain in the maritime ind stry and maintain the fine reputation we 
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have established therein. In common with subsidized lines, we are 
faced with the substantial problem of accumulation of adequate capital 
to maintain our fleet vy iworous and st rong, 

Our freight ships were all built during World War II and are 
between 11 and 15 vears old at this moment. S. 3909 allows the tax 
deferment of earnings deposited and used within strict time limita- 
tion, for vessel replacement. It is a measure which will be of con- 
siderable assistance in meeti ng the spec ter of block obsolescence with 
the concomitant Jarge capital requirements. We are particularly 
attracted to this measure because it is one of self-he ‘Ip and does not 
come at any cost to the Treasury in the final analysis. 

For these reasons we urge favorable and prompt action by you. 

Thank you for the opportunity of appearing before you. 

Senator Porrer. Thank you, Mr. Trauth. 

Counsel, do you have any questions 4 

Mr. Luckey. No, sir. 

Senator Porrer. If not, we thank both Mr. Trauth and Mr. Shapiro 
for appearing before us. 

Mr. Suartro. Thank you for the privilege of being here. 

Mr. Porrer. Mr. Ackerson, do you care to testify ? 

Mr. Ackrrson. I believe not. 

Senator Porrer. We have a question to ask you. 

Mr. Lecxey. Mr. Ackerson, a statement submitted by Mr. Morse 
this morning, that you brought up, suggests that S. 3909 be deferred 
for consideration until the next Congress. And the report issued by 
the Maritime Administration in December 1955 entitled “Review of the 
Coastwise and Intercoastal Shipping Trade” stated as one of the 
recommendations: 

To amend section 511 of the Merchant Marine Act of 1936 so as to permit 
nonsubsidized operators to make voluntary deposits in the construction reserve 
fund with the same benefits as are now available to the subsidized operators 
under title 6. 

The committee is curious as to why the change in policy between 
December 1955 and June 1956. 

Mr. Ackrrson. I may say on that that we recognize the desirability 
of this type of legislation, but we are not prepared to submit to the 
committee our views on this bill as to its particular merits at the 
present time, nor are we prepared to submit a substitute bill which 
has the approval of the administration. We have not been able to 
work out a bill whi ‘h has secured the final approval of the Bureau of 
the Budget. 

Senator Porrer. Do vou have such a bill in the making? 

Mr. Ackerson. We had submitted a bill to the Bureau of the 
Budget; yes, sir. 

Senator Porrrer. And the Bureau of the Budget has not accepted it 
vet ¢ 

Mr. Ackrerson. That is correct, s 

Senator Porrer. It is sort of like the Great Lakes shipping bill that 
we had. It is a recognized problem but no one seems to do much 
about it. 

Mr. Ackrrson. We haven't got the right answer vet. 

Senator Porrer. Thank you, Mr. Ackerson. 


Mr. Harris? 
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STATEMENT OF WINDER R. HARRIS, VICE PRESIDENT OF THE 
SHIPBUILDERS’ COUNCIL OF AMERICA 


Mr. Harris. 1 am Winder R. Harris, and I am vice president of 
the Shipbuilders’ Council of America. 

Mr. Sanford, whom you know, is president of the council and would 
have been here except he had an engagement on the Pacific coast which 
he couldn't avoid, hence Iam here to say a few words to this committee. 

The Shipbuilders’ Council of America can see no reasonable objec- 
tion to this bill. The council believes there are sound reasons for 
supporting it. We therefore join in advocating its favorable con- 
sideration. 

Your proposed legislation would provide needed aid to a deserving 
segment of the American maritime industry. Through this help, 
to one segment, it would be of be si fit to the industry ovener: ally. 

The Shipbuilders’? Council of America therefore trusts that your 
committee shall report the measure favorably and that the Congress 
shall enact it. 

Senator Porrer. Thank you, Mr. Harris, for your comments. I 
know that other members of the committee will join me in sending 
Mr. Sanford our very best. 

Mr. Harris. Thank you, sir. 

Senator Porrer. We have a communication from the Pacitie 
American Tankship Association favoring the passage of this legis- 
lation. ‘This will be madea part of the record. 

Also, a letter dated June 27, 1956, from the Treasury Department, 
signed by Dan Throop Smith, special assistant to the Secretary in 
charge of tax policy and a letter from the Comptroller General 
of the United States. 

(‘The documents follow :) 


PACIFIC AMERICAN 'TANKSHIP ASSOCIATION, 
San Francisco, Calif., June 22, 1956. 
Hon. WARREN G, MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

Dear SeENatTOR Magnuson: The Pacific American Tankship Association is 
composed of the following companies located on the Pacific coast of the United 
States, owning and/or operating tankships : 

General Petroleum Corp. 

Hillcone Steamship Co. 

Keystone Shipping Co. 

Richfield Oil Corp. 

Standard Oil Company of California 
Tidewater Oil Co. 

The Texas Co. 

Union Oil Company of California 

The members of this association are deeply interested in a proposed amend- 
ment to section 511 of the Merchant Marine Act, 1936, to permit unsubsidized 
shipowners to make voluntary deposits of earnings in construction reserve funds 
with the privilege of tax deferment. This proposed amendment is set forth in 
S. 2909, a bill introduced by you and referred to your Committee on Interstate 
and Foreign Commerce. 

We appreciate your interest in this matter and respectfully urge that hearings 
on 8.3909 be held at an early date. 

Very truly yours, 
4. E. KIHn, President 








Washingtor 4 June 27, 195 


Cha nan. Commit eon Tnte sfate and boreton Conmerce 


linite Ntutes Nenate, Senate Office Building, Washington, D. ¢ 


My DEAR MR. ¢ IRMAN : Reference is mude to your request of May 24, 195 


for the comments of the Treasury Department on S. 38909, which would amend 
ection 51] ( of the Merchant Marine Act, 1956, to provide tax defertie 
for earnings of ship operators deposited in a construction serve fund 


1 re 
Under the provisions of section 511 of the Merchant Marine Act, any shit 


operator may create a speeial construction reserve fund and deposit therein 














proceeds Tro the sale or indenmimities from the loss of a vessel, us well as ea! 
ngs from ship operation and interest on fund investmeits If deposits a 
bligated for vessel replacement within a prescribed period, no gain is receg 
d for tax ] poses on the proceeds from sale or indemnification deposited 
provided the tuxpayver so elects in bis return for the vear llowever, @arnings 
transferred to the fund as well as fund earnings are taxa The ame 
qd gall erves to reduce the tax basis of the repl nt vessel 
poses of depreciation and computation of gain or loss on si rv indemn 
It is understood that because of this latter requirement, little use is made 
provision today: Vessel operators find it more advantageous to pay the lower 
t I ( pitsul gailus s I hi f e the tax ad ili ve of ce 
yr the large mount at higher income-tax rate 
I ntrast t deferment of ] il gains ] vided all operators by s 
11, the Merchant Marine Kc rsa 1 des under section 607 for the exe t ! 
of earnings deposited by sibs 4 erators in certain capital and = spe 
I e fund Subsidized operute re required » «le POSIT ¢ Phinegzs Ih ence 
10 percent of capital “necess emploved,” and, with the approv: 
Maritime Administrator, may volunt y deposit additional earnings in sucl 
ey Til rese eS 
! s bill d expand the provisions of section 511 860 us to permit o i 
utarily tor tax-free deposits of « nings in a construction reser 
Since subsidized operators are bow permitted to make such deposits under sex 
n G6O7 this amendment of sectic ] mld be of pril ry benent ft hie 
ibsidized operators The bi Ovi =< f n reduction the tax basis « t 
vessels by the amount f such earnings recognized for tax pPuUrpases 
used fo their const lebioti re j onimeg nequisit ne. oO liquid 
ebtedness. The bill also pre ( iit earnings d profits shall not be re i 
ny the amount f earnings deposits and that gross ji ie t not be eq t 
for purposes of mputing the net « e loss deduc er sect i. 
the Internal Revenue Code of 1954 
Reduction in the tax basis of ; ESSE vy the amount of tax-free 2 
devoted to its truction would ordinarily have the effect of reducing depre 
emtion lle t ol tht VessS ‘ (It hcreasmmMg Its future lé xable enri Lvs 
To that extent, this provision would be tantamount to tax deferment, and tl 
Treasury ad mately recoup the ix revenue lost So long as thre ra 
mtinued to e the consti t lh res¢ etu 1 for vessel repla ment, 1 eve 
ili here would be ho olfsetting recoup 
Tt adit 1 efit pring if] lis ‘ 
4 n GOT, the ‘ 1 als hye ‘ 
the subsidized operat Wheres 
ors now made under section GOT "4 ) 
\ a ie | ( inder the these t i 
ld not require ih 1) wal. fou he snme 
wenetit © subsidized operators woul ‘ 
sidv. “as is he cnse l er eXiS v 
itivy ex] { the tax benefits now pro 1 
f 1954 ] erently liber: ed the de} ‘ 
illo nees permitted all American business to remove possible tax deterrents 
to new investment. without discrimination with respect to the nature 
ness conducter There appears to be ne compelling reason why a special tas 
uivantage should | en te Are nerchant murine for this wu 
Past Trea rv studies indic ti ‘ X HNCeSSTOMNS e hot fi 


device r the distribution of Government aid to the maritime indust1 
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vest benefits are generally received by those companies which have the great 
ability to fiance vessel replacement out ol their own resources, and the 
nies most in veed of assistance tend to realize the least benefits Tax conces 
ions Of this type, moreover, are generally not a desirable form of subsidy because 
they tend to become embedded in the law, and are difficult to remove when the 
need no longer exist 
Phe Treasury Department is therefore opposed to the further extension of tax 
nefits to the maritime industry as provided in S, 3000 
ie Director sureau of the Budget, has advised the Treasury Departme 
there is no objection to the presentation of this repoi 
Sincerely l 
Dan T PSM 
Sp v f N ‘ } 


COMPTROLLER GENERAL OF THE UNITED STATES 
Washington, D.C., June 28, 1956 
WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 
DrAr Mr. CHAIRMAN: Further reference is made to your letter dated May 24, 


6, acknowledged May 25, enclosing a copy of S. 8000, S4th Congress, 2d session, 
ed “A bill to amend the Merchant Marine Act, 1986, as amended, to further 
promote the development and maintenance of the American merchant marine, 
and for other purposes,” and requesting any comments we may care to offer on 
this proposed legislation. 
S. 3909 would amend section 511 (c) of the Merchant Marine Act, 1 
ended, to provide that the portion of future earnings from the operat 


] 


vessels documented under the laws of the United States, or from services incident 





thereto, which are deposited into a construction reserve fund, together wit 


nterest accruing to the taxpayer on amounts deposited into such fund, shall 


e recognized to the taxpayer for Federal income or excess-profits-tax purpose 
Wit! respect to the depos t of earnings from the operation of Vesse sand sel ( 
ident thereto, section 511 (c¢) weuld be amended to provide that where « 


ngs received in any taxable year are deposited into the fund not later than the 
prescribed date of filing, or any authorized extension thereof, for the taxpaye 
Federal income-tax return, such deposits are to be considered as having 


osited on the last day of the period covered by the tax return. Section 511 
would be amended to provide that the basis for determining gain : 
lepreciation for Federal income or excess-profits taxes on a vessel shi bh 
educed by that portion of the deposits in the fund representing earnings 

eipts which were expended in the construction, reconstruction, reconditioning 
icquisition, or liquidation of purchase-money indebtedness of such vesse The 
11] would also provide that in computing the amount of net-operating-loss 
deduction of the taxpayer for any loss vear referred to in section 172 of thi 
Internal Revenue Code of 1954, the amount of earnings and receipts wh 
not recognized for tax purposes by virtue of deposit into a construction 
fund shall be included in the gross income of the tax] er as defined 
72 (¢) of the Internal Revenue Code and, in the event the taxpayer dis OS ¢ 
VeSS bv sale, exchange, distribution, or otherwise, anv yp. ts 
h dispositic up to the amount of tax-lree en ( ) \ ( ! 
sel must be tr aa i short-ter1 capital g bb DY ( { 
f ect i neon or ¢ Ces prokit YOs 
bh our report | Fel lit 1, 1951 (B-91839), to your « ( ! 
SC ( ! t : ist il W el Lil }) (if ! fo N fl = ! l 
eceipts deposited into construction reserve funds similar to those c 
nS. 3909, we recommended the elimination of benefits in such form and the sub 
stitution, if necessary or desirable, of equivalent aid in e form o hi 
subsidy payments Such recommendation was predicated on our he 
ix benefits result in indirect or disguised subsidies, the cost ef wl hh 
determinable and the amounts of which are net necessarily related to the need 
f the beneficiaries. It is our opinion that S. 38909 likewise would dle t] 
paver a disguised subsidy in the form of financial benet 
{ determination of the necessity for and the amount of additional Gove 
ment aid necessary to assure a privately owned merchant marine ade 


omimerce and defense needs is, of course, a matter for Congre 
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We have no information on the present necessity for additional subsidization of 
the merchant marine, or on the extent, if any, to which accomplishment of the 
purposes of the Merchant Marine Act, 1936, may be facilitated by the tax benefits 
which would be authorized under the proposed legislation. However, in the 
event Congress decides that additional aid is necessary, it does not appear that 
providing such aid in the form of indeterminable tax benefits would necessarily 
result in relief proportionate to the need therefor 
Accordingly, we recommend against favorable consideration of S. 3909 and 
urge that, in the event additional aid to the merchant marine industry is deemed 
necessary, such aid be provided in the form of direct subsidies which are subject 
to periodic congressional review under normal appropriation processes. 
Sincerely yours, 
JOSEPH CAMPRELL, 
( omptrolle) General of the United States. 


Senator Porrer. Mr. Coles, who represents the American tramp- 
ship owners, will have a statement. When the statement is submitted, 
if submitted within the next 24 hours, it will be made part of the 
record, 

Asa matter of fact, the record will remain open for any additional 
statements for 24 hours. 

(The statements referred to are as follows:) 


STATEMI BY MARVIN J. COLES, COUNSEL, AMERICAN TRAMP SHIPOWNERS, INC. 


Mr. Chairman, my name is Marvin J. Coles. I am an attorney and appear as 
counsel for the American Tramp Shipowners Association. ‘That association 
is composed of owners of American-flag tramp ships. The president of the asso- 
ciation has authorized me to state that the association favors enactment of 
S. 3909 as a measure designed to assist the development and maintenance of an 
American-flag merchant marine. 

The American-flag tramp fleet consists of vessels which are engaged in the 
unscheduled carriage of cargoes in bulk. They are not eligible at the present 
time for operating differential subsidies and hence are at a tremendous dis 
advantage in competition with foreign-flag tramp vessels which operate at much 
lower costs. AS a practical matter, American-flag tramp vessels are able to 
operate only because of the cargoes made available to them under the American 
portion of the so-called 50-50 legislation. 

The tramp business is a highly cyclical one and conssits of periods of earn 
ings peaks and valleys of losses. At the present time, our ships are able to obtain 
employment at compensatory rates. From 1952 until late last year, however, 
we were in a period of several recession for American-flag tramp vessels and at 
one time over a hundred of our ships were in lay-up. It was only through 
the action of the Maritime Administration in reducing the huge oversupply of 
American tramp tonnage by permitting the transfer of half the fleet to foreign 
registry that the supply-demand picture was brought into balance so as to enable 
our vessels to receive compensatory rates for carriage of the available cargoes. 

Unfortunatley, there is no floor under tramp rates, so that in periods of ship- 
ping recession our owners suffer serious losses. But in periods in which rates 
rise, there is a ceiling fixed at the so-called NSA rate. Once rates rise to that 
ceiling, the privately owned tramp owner is threatened with the breaking of the 
market by the bareboat charter of Government-owned ships. As the NSA rate 
only produces a relatively small revenue in comparison with the total invest- 
ment required in the tramp ships, our experience has been that the earnings in 
these periods have not been sufficient to make up for the periods of loss. 

I regret to say that even if the NSA rates were to be available for American- 
flag tramp ships for a period of 10 years, which experience demonstrates is 
obviously impossible, the earnings of the American-flag fleet today would prob- 
ably not be sufficient to permit replacement of their existing tonnage with new 
building. In testifying in support of this bill, we therefore do not want to give 
the impression that it will lead to new building by trampowners. Our support 
is based upon the thought that it is a step in the right direction, and that, if our 
earnings are permitted to rise to levels which will permit replacement, enact- 
ment of the pending bill will permit an accumulation of funds for new con- 
struction which would otherwise become unavailable because of taxation. 
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As we see this bill, the deposit of earnings tax free in construction reserve 
funds would give to unsubsidized operators, benefits similar to those presently 
available to subsidsized shipping companies under section 607 (h) of the Mer- 
chant Marine Act of 1936. We believe that this tax deferment provision has 
been of great value in permitting the new construction programs instituted by 
the subsidized lines. Having proved its value in their case, we believe that the 
same program should be made available to nonsubsidized shipowning companies 

As I have previously mentioned, this bill of itself will do little to provide a 
replacement program for our tramp ships. We believe it is a step forward, how 
ever. More important, it is our hope that Congress will in the near future 
enact legislation which will authorize the granting of operating differential 
subsidy assistance to tramp ships as well as to liners. In that event, our 
members have every hope and belief that they will be able to build the new 
tramp ships which are so earnestly required for the balanced American merchant 
marine required for our national defense, and for the service of our peacetime 
commerce, 





STATEMENT OF CONGRESSMAN HERBERT ZELENKO (DEMOCRAT-LIBERAL), 2181 
CONGRESSIONAL District, NEw YORK 


Mr. Chairman, I wish to thank you for allowing me the privilege of testifying 
before your committee in support of S. 38909. I believe this legislation to be 
essential and it should be enacted into law at once. 

It is my opinion that S. 3909 will further strengthen the American merchant 
marine by easing at once the burden of American shipping companies in their 
attempts to construct new vessels. 

I have introduced an identical measure in the House (H. R. 12052) and I 
shall press for its early passage. 

It is my understanding that the only serious opposition to this legislation has 
been raised by the General Accounting Office, which has advanced the following 
reasons for its opposition : 

(1) The amount of the benefit to be conferred is not determinable; 

(2) Since the amount of the benefit conferred is not determinable, it may 
be greater than the actual need of the beneficiary ; 

(3) Congress is deprived of the periodic review provided by the appropria 
tions Lrocesses to determine the continuing need for Government aid; and 

(4) Changes in tax laws may result in increased or decreased benefits. 

However, I believe an analysis of the situation will make it clear that none of 
the above reasons are substantial and should not block the proposed law. 

If the reasons of the General Accounting Office are valid in the case of domestic 
water carriers, the same would hold true for subsidized lines which now get 
benefits. Furthermore, the amount of benefits is determinable based upon 
deposits made in the fund. Secondly, it cannot be greater than any deposits made 
in the fund as there would of necessity be regulations underlying this legisla- 
tion—regulations by the Treasury Department and Maritime Administration— 
which would control and restrict the deposits to the actual needs of the bene- 
ficiary. Changes in the tax would not have any bearings on this legisla- 
tion because any money deposited in the fund and later withdrawn or not used 
for shipping is taxed at the rates in effect in the year in which it is realized. 

By reason of the foregoing, I respectfully urge favorable consideration of 
S. 3909 and its immediate passage. 

Thank you. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., July 3, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DEAR Mr. CHAIRMAN: Reference is made to your letter of June 20, 1956, 
acknowledged June 22, enclosing copies of various bills, including H. R. 6025, 
84th Congress, 2d session, and inviting our comments thereon. 

H. R. 6025 would amend section 27 of the Merchant Marine Act, 1920, as 
amended, to prohibit the operation in the coastwise trade of any vessel which was 
rebuilt outside the United States. its Territories (not including trust territories), 
or its possessions. Failure to report the circumstances of such rebuilding results 





AM E> 1] rO MERCHANT MARINE ACT, 


rfeiture of the vessel and its tackle, apparel, equipment, and furniture, and 


liability of the master and owner to a penalty of $200. Provision is made for 
the remission or mitigation by the Secretary of the Treasury of such forfeiture 

or penalties 
The proposed legislation appears to be consonent with the spirit and purpose 
Merchant Marine Act, 1920, as amended (46 U. S. C. 861 et seq.). How- 
ve no special information on the subject and no recommendation to 

Sper t thereto. 

lls enclosed in your letter of June 20 are being made the subject 


JOSEPH CAMPBELT, 
Con ptrolle r General oF the United States. 


Senator Porrer. Does that conclude all the witnesses who wish to 


testify on this bill ? 
No response. ) 
Senator Porrer. The committee is now adjourned. 
Phereupon, at 5:55 p. m., the committee was adjourned. ) 


i 





